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Life-Long Employment 
Service — Free! 


ODAY is the day of adjustment in 

human relations. A happy work 
environment means much to 
in life. This adjustment to be suc- 
cessful must be based on a skilful 
assessment of the present and future 
possibilities of a vocation and one’s 


success 


cases direct personal help to obtain 
employment will be needed. In train- 
ing for business, the main desire is 
to secure and improve one’s position 
—and the H.R.I. free employment 
service functions primarily to assist 
students and graduates to obtain more 





personal qualifications. In so many favourable career opportunities. 


Employment — A Vital Service ... 


operates throughout the business life- 


In each capital city a free H.R.I. 
time of each student. This service will: 


Employment and Advisory Service 


@provide information to empleyers on problems of 
training and appointment of staff. 


@co-operate with parents in career advice. 


@advise and help students, past and present, to 
secure suitable positions. 


The H.R.I. Free Employment Service introduced in a confidential manner 
provides a centralized source for to the most suitable positions; 
which earnest men and women— _ whether it be the commencing junior 
students and graduates—may be _ or the senior executive. 


Under H.R.I. You Make No Experiment 


Assured Results, Tutorial Efficiency, Stability, Enterprise, and a 
liberal Protective Policy, safeguard the interests of each H.R. 
student. Particulars of our Service will be gladly supplied on request. 
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PRINCIPAL PURPOSES OF BUDGETING 


by 


‘ H. H. Marprn, A.c.A.1. 


There is an old saying that Hindsight is 
easy—it is Foresight that counts. There is 
also another old saying that if you want to 
achieve results, plan your work and then 
work your plan. That, in a word, is the 
essence of budgetary control. 

The principal purposes of budgetary 
control are: 

Firstly, to establish a definite objective 

of performance ; 

Secondly, to formulate policies and 
plans leading to the attajnment of 
that objective ; 

Thirdly, to determine the limits to which 
expenditures are to be confined if the 
objective profit is to be attained; and 


Lastly, to indicate when and where cor- 
rective changes are to be made if 
necessary, in order that the planned 
objective may be definitely realized. 

In addition to the direct benefits result- 

ing from the carrying out of the foregoing 
principles, the budgetary control method 
possesses certain indirect advantages. By 
utilizising such a_ time-tested control 
method, decisions can be based upon facts 
instead of conjecture and planned fore- 
casting can replace mere guesswork. Simi- 
larly, systematic analyses can be intro- 
duced, resulting in improved operating 
efficiency, while costs and expenses can be 
intelligently scrutinized. 


FOUNDATIONS FOR BUDGETARY CONTROL 


As financial executives and account- 
ants, it is quite unnecessary for me to at- 
tempt to tell you the direct and indirect 
values of budgeting, but perhaps it will 
not be out of place to mention the neces- 
stty for a sound foundation upon which 
two erect a scheme of budgetary control. 
In general, the main requirements are: 

(1) a comprehensive accounting sys- 

tem based upon a really suitable 
scheme of accounting classifica- 
tion ; 

a well-drawn organization chart 
setting out the lines of authority 
of all personnel, and fixing the re- 
sponsibility for the performance of 
all functions; 
the complete 
budgetary control 


acceptance of the 
idea by top 


management, and their active 
leadership in motivating all per- 
sonnel to use the budget plan as a 
day-by-day guide in attaining the 
planned operations and results. 

The budget as finally drawn up should 
be the product of the best judgment of 
the managing director, the secretary, and 
other major executives rather than the 
detailed calculations of subordinate mem- 
bers of the organization. 

Dealing with the particular require- 
ments in a little more detail, it has been 
found that if the accounting system is 
not fundamentally well designed and 
fully comprehensive, budgetary control 
often bogs down because the actual and 
budgeted estimates are not on a com- 
parable basis. This does not necessarily 
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Foundations for Budgetary Control—continued. 
mean that a system should be elaborate 
or over-organized. Assuming that no sys- 
term of budgetary control is yet in use, 
it might be as well to start with the con- 
struction of the organization chart. When 
people know the scope of their functions 
and consequent responsibility, and there 
is a clearly defined line of authority from 
the managing director downwards, work 
proceeds more harmoniously, “passing 
the buck” is eliminated, and duplication 
of effort is minimized. A study of the 
functions of the business shown on the 
organization chart will in turn greatly 
assist the preparation of the chart of ac- 
counts for accounting classification. This 
must be tailored that it will fit the 
nature of the business and place the ap- 
propriate emphasis on the main charac- 
teristics of the business and its principals 
of organization. The chart of accounts 
promotes consistency in classification of 
transactions, and ean be so designed as 
to provide cost information on an actual 
basis in one or more ways, namely by 
nature, by function or by cause. 


SO 


It is not much use adopting the prin- 
ciple of budgetary control without recog- 


the somewhat increased de- 
mands that will be made on the office 
organization. There will be some addi- 
tional work, obviously, but of great im- 
portance is the controlling of the staff 
duties so that prompt reporting of the 
actual results for comparison with the 
budget figures is made on time. Com- 
parative budget reports should not be 
submitted later than the 10th or 12th of 
the following month. 

Then, too, budgeting demand 
more definite and vrecise thinking, and 
more specific information from both oper- 
ating and top management personnel. 


GENERAL APPROACH IN 

A budget to be effective must be ecare- 
fully and soundly developed, it should 
not reflect an ambitious goal toward 
which the business is working, but in- 
stead that reasonable conservative expec- 
tation of what can actually be accomp- 
plished. To serve its purpose as a yard- 
stick, it must be soundly conceived and 
reflect as nearly as possible the reason- 
able expectancy. A broad perspective of 
the business is necessary so that the 


nition of 


does 
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All the members of the organization must 
talk the same language, their minds must 
meet. Increased knowledge and appre- 
ciation of the work of all members of the 
business usually is better teamwork. This 
psychological benefit is a by-product of 
budgeting, but highly important. 

There are other psychological aspects 
of budgetary control, and the institution 
of the plan invariably requires no little 
patience and tact. 

Neither the foreman nor the depart- 
mental chief are usually very enthusias- 
tic, especially in the early stages. The 
plan is often regarded something 
which will put the individual on the car. 
pet for inefficiency in comparison with a 
standard in which he himself had no say 

Various approaches to overcome these 
resistances and win hearty and enthusias 
tic co-operation to make the budget a 
living thing and the guiding aim of ex- 
ecutive action, may be worked out. The 
following words are by J. P. Jordan, 
speaking to the American Society of 
Mechanical Engineers: “Top manage 
ment which pays strict regard to psycho- 
logical effects in controlling the various 
operations of the business institution, is 
almost invariably successful, and execu- 
tives who fail to appreciate that budget 
ary control has its greatest value in its 
psychological effects on the organization 
as a whole, are absolutely lacking in one 
of the greatest essentials of business 
management.” 

J. H. Williams in a bulletin to the Tay- 
lor Society has also expressed the matter 
admirably in the following words: “The 
greatest difficulty of leadership is to im- 
part information without creating antag- 
onism which leads to an effort to find 
other ways of doing the thing rather than 
to understand the explanation.” 


DEVELOPING A BUDGET 


“overall” conception is not lost. Top 
management must review the final budget 
to see that it is a balanced budget. 


as 


Sales Forecasts 


The first and foremost consideration in 
the preparation of the budget is the fore- 
easting of sales volume. The extent and 
hence the cost of every function of the 
business is governed by the volume of 
sales. The preparation of this estimate 
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General Approach—continued. 

requires a thorough analysis and study 
of the market to be served. There are 
many factors, some of which are as fol- 
lows, but their relative importance would 
vary according to the type of business: 

(1) the determination of the character 

of the market; 

2) the competitive situation ; 

(3) merchandising methods to be used, 

e.g., jobbers or dealers; 
the wholesale and retail prices to 
be established ; 
availability and 
and material; 
seasonal fluctuations; ; 
economic trends reflected with 
varying degree of accuracy by the 
usual barometers of business con- 
ditions, such as— 
wholesale and retail price trends, 
export income, 
import licences, 
government spending and other 
political factors, 
car registrations, and other asso- 
ciated statistics. 

There are two approaches in determin- 
ing sales forecasts; firstly, the analytical 
method which works from the top down 
by taking a figure for estimated sales 
volume and apportioning it by months to 
various product lines. The second method 
is to work from the ground up rather 
than from the top, and to establish the 
expected volume of each particular pro- 
duct and add up the individual estimates 
to arrive at the total. Much depends on 
the product, and usually both are used, 
one as a basic figure, the other as a cross 
check. 

The motor industry, for example, is 
fortunate in that reliable statistics of car 
registrations by make and by geographi- 
eal territory are available, and from these 
figures a market analysis can be devel- 
oped as the basis for estimating the an- 
ticipated share of the market by trade 
mark, horsepower classes and so on. The 
study also serves in normal times to indi- 
tate what sales volume of spare parts 
and accessories can be anticipated. 

To-day, however, there are a number 
of limiting factors which would not apply 
in normal times. Almost all industries 
have a hungry market ready to absorb all 


costs of labour 
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production, and import licensing may be 
classed, we hope, as an abnormal factor. 
So, too, will be the shortage of skilled 
labour and in the circumstances perhaps 
the main attention will require to be 
given to estimates of potential production. 

A check list of dominating factors 


which must be given important considera- 
tion is of great help in obviating the de- 
velopment of erroneous conclusions and 
helping to ensure that the overall master 
budget possesses necessary balances in all 


respects. 

Despite abnormal conditions, however, 
the market analysis is usually cheap in- 
surance in preventing costly failures. 
Considerable changes in the market have 
taken place due to the war, such as popu- 
lation shifts, as shown by the last Census 
returns. Further analyses of the market 
by territorial areas, dealers, classes of 
potential buyers, type of product needed 
in particular markets, and so on, all fae- 
tors which need consideration in develop- 
ing the sales campaign, whether from the 
angle of volume, product classes, or pro- 
posed selling and merchandising expen- 
ditures. 

In some cases it is often desirable for 
outside agencies, such as advertising 
agencies, to make quite a detailed study 
of the public’s buying habits, which usu- 
ally reveals ways in which sales can be 
increased. Markets, after all, are people, 
and the study of their buying habits in- 
variably pays dividends. Intimately tied 
in with the estimated sales volume are 
the matters of wholesales and retail sell- 
ing prices and allowable expenditures 
for selling, merchandising and advertis- 
ing activities. It is often best to increase 
these expenses to increase sales, and simi- 
larly to reduce selling prices for the same 
reason. It is manifest, however, that 
there is a point of diminishing return, 
and the problem is to attain a nice bal- 
ance between these variables, for the pur- 
pose of maximizing the aggregate profit 
on the existing investment. Budgeting is 
not so much a matter of merely compiling 
figures as of correctly assessing the re- 
lationships which exist between revenue, 
expense and capital invested, and a series 
of discussions by the key personnel of 
management is well worthwhile. The 
composite result of a variety of opinions 
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General Approach—continued. 

imparts that necessary balance and pro- 
motes a uniform background of thought 
which is so desirable in working out the 
eompany policy and its dependent plans. 

The sales programme should be so 
established, if possible, as to avoid ir- 
regular production, but seasonal fluctua- 
tions cannot be avoided altogether, and 
when we come to the production budget 
it is necessary to keep in mind that manu- 
facture and distribution to retail outlets 
must be commenced in sufficient time 
ahead to meet demand as and when it is 
estimated to occur. 

Pricing 

In the merchandising of a product with 
a national sale, pricing is both a science 
and an art, particularly where the pro- 
duct is one of elastic demand, such as 
passenger cars, refrigerators, radios, ete. 

Doubtless we all hope that in the not 
too distant future it will be possible to set 
selling prices following cost consideration 
and market factors without the further 
complexity and delay occasioned by Price 
Tribunal considerations. Under normal 
conditions it is usually wise for a com- 
pany to follow a policy of establishing 
prices which over good and bad years 
will yield, on the average, a fair return 
on the capital invested. The public will 
not suffer too many changes up and down 
in prices without some scepticism, and 
basically the price policy should be estab- 
lished on normal standards, which are ex- 
pected to obtain over a cycle of years 
including good and bad. Such a cost 
based on normal is really the weighted 
average cost or equalized cost. 

In a word, the price policy must be 
definite and have a reasonably long-range 
viewpoint, as the primary objective of all 
business is to make a profit, not only in 
the immediate but in future years. The 
business should price to retain its stra- 
tegic place in the market. The import- 
ance of this aspect of policy needs little 
emphasis. 

As in all things, there is a happy 
medium. In pricing there is a price which 
will yield the optimum profit, that is to 
say a profit which, multiplied by the unit 
sales, will yield’ the greatest aggregate 
return. In recent years the principle of 
marginal costing or differential costing 
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has been fairly well developed, and this 
principle provides one of the more sig- 
nificant yardsticks or controls for com- 
mercial management. Stated briefly, all 
fixed charges are excluded from the pice- 
ture and the variable profit either per 
unit or in the aggregate is computed by 
deducting the purely variable or out-of- 
pocket costs from the selling price. In 
order to arrive at these figures it is neces- 
sary firstly to divide costs into the fol- 
lowing two general classifications: 

(1) Time costs which, despite varia- 

tions in volume remain relatively 
fixed ; 
Output or activity costs which flue- 
tuate more or less directly with 
volume, and are identified as vari- 
able or out-of-pocket costs. 

Assume, for example, that we are pro 
ducing 10,000 cars and trucks a year, as 
in 1937. Assume further that it is pro- 
posed to increase the production to 10,500 
units without increasing fixed asset in- 
vestment or organization set-up. It is 
obvious, therefore, that the specifie costs 
associated with the additional 500 ears 
will consist only of variable or out-of. 
pocket costs. The fixed @xpenses are in 
no way involved since they are already 
committed for and must continue at their 
present level, regardless of volume. The 
margin between the sales revenue and the 
specific costs on the 500 cars is the vari- 
able or economic profit, and it is this 
economic profit on a unit basis which is 
fixed so that in conjunction with the law 
of supply and demand of the particular 
market being served, the overall return 
is at the maximum point. An increase in 
price will reduce unit sales and hence 
overall profit return. Conversely a redue- 
tion in price might increase unit sales, 
but not sufficiently to compensate for the 
lower profit margin. 

It is apparent, that to the degree costs 
are fixed, fluctuations in sales volume pro- 
duce great changes in profits. Fixed costs, 
therefore, create a tremendous incentive 
to increase sales volume. Volume, in turn, 
depends upon establishing the proper 
price for its product if it is to be sold 
against competition. 

As mentioned previously, costs for pric 
ing are based on normal costs, that is long- 
term rather than short-term costs which 
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General Approach—continued. 
are not realistic and which fluctuate with 
the ups and downs of production output. 

Prices also need to be normal as regards 
the efficiency of manufacture, the use of 
fixed assets to capacity, selling activity, 
etc. The whole budget picture is based on 
a ‘‘should-be’’ cost basis, so that the varia- 
tions revealed by subsequent comparisons 
of actual with budget may receive correc- 
tive treatment. 

As a tool of management, the principle 
of pricing on the variable profit or eco- 
nomic profit method is of particular use in 
eomputing the ‘‘break-even’’ point of oper- 
ations, or in other words the point at which 
all fixed expenses are absorbed and ‘‘net’’ 
income begins. Either a profit realization 
chart may be constructed on the lines de- 
veloped by C. E. Knoeppel to show the 


Solution : 


£55,000 Fixed expenses. 
£120,000 Variable costs at 80% capacity. 
capacity. 

£55,000 


£200,000 Sales at 80% 


x= — 
120,000 
PEPE 
200,000 
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‘*break-even’’ point and the relationship 
of economic profit, out-of-pocket costs, 
fixed expense and sales volume, or the 
‘‘break-even’’ point may be computed by 
means of a simple formula. 

A 


Where X = Estimated Sales. 
A = Total fixed costs. 
B = Total variable costs divided 
by corresponding sales. 
Example : 

A certain business operates with total 
fixed £55,000. At 80 per cent. 
capacity its sales are £200,000 and the 
corresponding total variable costs are 
£120,000: At what volume of business will 


the company break even? 


eosts of 


£55,000 £55,000 


"onal 


£137,500 (required sales) 


In terms of plant capacity it will break even at— 


135,500 « 


38 


200,000 


Break-even Point 
Fixed Expenses 
1) for Units: ———__- 


Economie Profit per Unit 


Fixed Expenses 


(2) for Sales: 


Selling, Distribution and Advertising 
Expense 


The order of treatment of the sub- 
sidiary budgets comprising the master 
budget will vary in different businesses, 
but selling, merchandising and advertis- 
ing expense has a direct relationship to 
the anticipated sales volume, and can 
therefore be dealt with in conjunction 
with the sales estimates. 


Economie Profit % of Sales 


10,000 
— = 200. 


£50 
10,000 


55,000 
= —— = £137,500. 
40% 4 


To achieve the estimated sales pro- 
gramme there must be a sales campaign 
involving expense. Normally the two 
move upward or downward together, but 
not necessarily in the same proportion. 
Whilst in the last analysis good judg- 
ment alone must fix the limit of selling 
expénse, which includes merchandising 
and advertising expense, in order to at- 
tain the desired sales volume, some for- 
mality im setting selling cost standards 
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General Approach—continued. 

must be used if these expenses are to be 
adequately controlled, as these expenses 
are apt to increase at a greater rate than 
sales volume increases. 

Each major class of selling expense 
should be considered separately by the 
sales manager in preparing his estimates 
of expenses for the budget period. Past 
performances in the light of present and 
future conditions are probably the most 
satisfactory guide in setting up reason- 
able estimates. As in all aspects of 
budgeting, the segregation of expense 
into fixed and variable categories is of 
immense assistance in getting a clearer 
view of the relationships between sales 
and expense and the likely behaviour of 
expense with increased or reduced 
volume. Sales office expenses should not 
be difficult to estimate in advance, as 
generally speaking they are fixed in 
nature and are determined by manage- 
ment policy. Certain warehousing and 
distribution expenses present perhaps 
more difficulties, as they are largely vari- 
able and do not always possess uniform 


rates of variability with fluctuating sales. 


Nevertheless, the effort of establishing 
standard rates expressed as percentages 
of sales volume will usually result in bet- 
ter figures for budget preparation and 
for budget control. 


Production Budget 

The production budget which will re 
flect firstly the volume of production which, 
plus stock on hand, will be required to 
meet estimated sales, and secondly to 
show the estimated costs of manufacture, 
productive labour, increased capital facil- 
ities, which is the next subsidiary budget 
considered. 

The first step is to tabulate the sales 
estimates in terms of physical units of 
products month by month. Following 
this, a schedule of deliveries also in 
physical units will be prepared, and after 
making the necessary allowance for the 
required increase or decrease of the year- 
end inventory, the monthly volume of 
production can be decided upon. Every 
effort will be made to equalize the fac- 
tory activity as much as possible so that 
the plant will not sometimes be idle or 
working overtime on other occasions. 
This means that the stock of inventory 
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on hand from month to month must be 
used as a means of stabilization. In this 
connection, however, it must be recog- 
nized that it is costly to carry large 
stocks for the purpose of meeting de- 
livery demands at all times, and that 
working capital can be tied up in the pro- 
cess. Too large a stock always involves 
various risks, such as style and techno- 
logical changes and the possibility of de- 
cline in value associated with reduced re- 
placement costs. Economical manufac- 
ture depends largely on balance in the 
production programme. The factory 
manager can produce at a lower cost if 
his equipment is utilized to the maximum 
and if fluctuations in monthly output are 
kept to a minimum. In manufacturing 
concerns using special tools, dies and 
jigs, low cost production depends directly 
on spreading die set-up costs over reason- 
ably long runs. To-day, with the labour 
situation as it is, there is something to 
be said for stabilizing production and 
employment rather than stabilizing in 
ventories, even though the increased in- 
ventories so resulting incur an additional 
carrying cost for floor space, insuranee, 
handling and sometimes depreciation. 

The Production Budget will therefore 

show : 

(1) the estimated total volume of 

goods to be produced month by 
month in the budget period; 
a comparison of these estimates 
with available plant capacity and 
labour supplies. The establishment 
of means for control being the 
planned production through each 
work centre of the factory. 

Further schedules will be required 

tabulating the material requirements 
either raw or produced and finished by 
an outside supplier if the plant has in- 
sufficient capacity for this work. To meet 
planned production, the purchasing de- 
partment will place orders for regular de- 
liveries based on the foregoing schedule, 
and some means for controlling the re- 
ceipt, issue and stock requirements of all 
components will need to be set-up. 


Labour Budget 

The proposed level of activities en- 
visaged by the Production Budget will 
provide the basis for estimating labour 
requirements. There are two sorts of 
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General Approach—continued. 
labour to consider: 

(1) productive or direct labour; 

(2) non-productive or indirect labour. 

In connection with direct labour, it will 
be necessary to prepare analyses of the 
operations to be performed on each pro- 
duct in order to disclose the number of 
direct man-hours required. Assume that 
the standard productive labour per unit 
has already been set in the light of past 
experience, modified from the viewpoint 
of present and anticipated conditions and 
changed manufacturing methods. The 
budget worksheet for direct labour will 
show the number of units, the standard 
direct labour allowance, the estimated 
rate of pay, and additional columns will 
show the total number of man hours and 
the total direct labour cost. In schedul- 
ing these items it is well to group them 
by specific productive operations and de- 
partments. The cost of overtime, if that 
has been decided upon by management, 
will also be brought into the picture and 
the figures developed as outlined above 
will serve several purposes. To-day an- 
nual holidays and statutory holidays 
amount to approximately 8 per cent. of 
annual wage costs, and this by-product 
figure will be required for inclusion in 
the Manufacturing Expense’ Budget. 
Similarly, the cost of Workers’ Compen- 
sation Insurance at different de- 
pending upon the accident hazard in 
various work centres will also be devel- 
oped for inclusion in the manufacturing 
expense schedule. 

The labour figures used in this 
budget are “should-be” or “standard” 
cost figures and under actual operating 
conditions will furnish a measure for con- 
trol for the two types of variations met 
with, namely quantity variations (labour 
efficiency or otherwise) and price varia- 
tions (changes in award rates of pay). 

Other information to be derived from 
the labour budget will be the number of 
individuals to be recruited and trained 
from month to month during the budget 
year, and the proposed labour force con- 
sidered in relation to existing plant and 
machinery will indicate whether further 
capital expenditure will need to be made. 

Every factory must have some common 
denominator to reflect the degree of ac- 
tivity in relation to its total capacity. 


rates 


cost 
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Production man hours has quite a lot to 
recommend it as a satisfactory base. Un- 
like productive labour cost it is not a 
base which is subject to fluctuation as 
wage rates change. 

The above concerns the 
labour for the plant, the 
labour for the warehousing 


product ive 
wage paid 
and other 


commercial activities usually being pre- 
departmental 


pared by the executive 
to be considered. 

Turning now to the 
which will be included as an overhead 
item in the Manufacturing Expense 
Budget, the over-riding consideration is 
to see that the allowances set down bear 
a reasonable relation to the number of 
direct workers envisaged. 

One method of compiling the indirect 
labour estimates is to make up a schedule 
setting out the number of direct workers 
to be employed in the various productive 
departments with a total extended fox 
the entire factory. In addition to a 
column for each productive department, 
further columns should be provided for 
the service departments such as power 
house, maintenance, general buildings, 
supply, industrial relations and factory 
management. The summary can then be 
entered up for the fixed and the variable 
indirect labour. Under the fixed heading 
would be entered the names of the fune- 
tional types of labour, i.e., supervision, 
purchasing, factory accounting and sup- 
ply. Under Department 1, for super- 
vision, perhaps one indirect worker and 
his yearly salary might be stated, and 
so dn for other productive and also the 
various service departments. The same 
method would be followed for purchas- 
ing, factory accounting, etc., and further 
down the schedule under the heading of 
Variable Indirect Labour for additional 
clerical workers, janitors, building at- 
tendants, inspectors, set-up men and so 
forth. 

Completion of the schedule will show 
the total expense forces in each produc- 
tive and each service department, and 
also the overall total analysed by nature 
of indirect labour. The inclusion of the 
annual wages or salary cost will give the 
same type of information in money 
values. The previous year’s variable al- 
lowances amended: for new conditions 
and expressed as a percentage of the 


indirect labour 
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General Approach—continued. 

standard direct labour budgeted will pro- 
vide a valuable cross-check on the esti- 
mate set out on the summary. The unit 
figures for individual indirect workers re- 
quired will give the production manager 
a quick review of the relationship of 
direct to indirect workers. The physical 
unit approach is commonsense and realis- 
tic to the operating executive, but the 
budget officer and the top management 
must have money values for the final 
budget. 

The Indirect Labour Budget has been 
treated separately because overall labour 
statistics are required, and because it is 
such an important part of the Manufac- 
turing Expense Budget yet to be dealt 
with. 


Manufacturing Expense Budget 

Probably this is the most difficult 
budget of all to prepare from a practical 
viewpoint. It is erected on the produc- 
tion and labour budgets just dealt with, 
which in turn have originated from the 
sales estimates. 

It is in the estimation of manufactur- 
ing expense that a well-conceived chart 
or classification of accounts shows its 
greatest The chart or accounts will 
classify expenses by nature and also by 
function to fix the responsibility on the 
supervisor charged with immediate con- 
trol. A further split of manufacturing 
expense by fixed expense and variable 
expense is also most essential. The de- 
velopment of variable or flexible budget- 
ing is probably the greatest advance in 
budgetary control made in the last few 
years, and the classification of costs on 
the basis of variability is an absolute 
necessity. It permits the developments of 
standards in the form of cost rates per 
unit of activity for fully variable ex- 
penses. These variable expenses super- 
imposed on the fixed charges incurred for 
time costs plus allowances for semi- 
variable or so called “step” costs—such 
as additional foremen, janitors, inspec- 
tors—enables forecasting or measurement 
of performance for any rate of activity 
that might be experienced. 

The general idea is fairly illustrated in 
the costs of runnnig a motor car. The 
fixed or standard costs for registration, 
insurance and _ obsolescence continue 


use. 
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whatever the mileage, but petrol, tyres 
and depreciation from wear and tear 
vary directly with mileage. 

Prior to the preparation of the budget, 
a lot of the preliminary work such as 
studies of past costs per unit of output 
may be prepared with notes of such 
modifications as necessary. It is well to 
embody these findings in a schedule of 
budget allowances both fixed and vari- 
able for the various types of work and 
the various productive departments. 

Some basis for measuring output must 
be decided upon, and whilst this can vary 
decording to the industry, direct labour 
hours is a good common denominator of 
quite extensive practical use. 

Direct labour cost is often used, and so 
too are machine hour rates. 

The easiest class of expense to deal 
with is the fixed or stand-by expense 
covering the cost of maintaining the 
plant in the lower ranges of operations 
during which it can be reasonably ex- 
pected that the business would be oper- 
ated. In other words, such expense as 
will remain constant regardless of sea- 
sonal fluctuations in volume or major 
movements in the business cycle. Such 
expenses usually include rates and taxes, 
insurances on buildings and machinery, 
depreciation, rentals and a minimum staff 
comprising the nucleus organization 
which would be required and _ which 
vould remain relatively constant even in 
such lower ranges of production. 

The setting of semi-fixed expense oc- 
casions the main difficulty. These are ex- 
penses which increase in amounts in a 
series of steps. They have some of the 
characteristics both of fixed expense and 
of variable expense. They might remain 
fixed over a considerable range of pro- 
duction but suddenly increase or de- 
crease as volume rises or falls past a cer- 
tain point; for example, the salaries of 
foremen and their helpers might range 
considerably between production at 50 
per cent. of capacity to, say, 80 per cent. 
of capacity. 

When production is decreased below, 
say, 50 per cent. some of the assistants to 
the foremen may be discharged or trans- 
ferred. If output rises above 80 per cent., 
additional assistance may be required 
and the semi-fixed expenses increase with 
a jump. 
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There are other expenses which do not 
vary directly with activity, but increase 
in amount more slowly than activity in- 
ereases. Such expenses might be called 
semi-variable to distinguish them from 
variable and from the semi-fixed expenses 
just mentioned. 


For practical purposes, however, it is 
usual to classify all expenses as either 
fixed or variable depending upon their 
predominant characteristics. If as ac- 
tivity increases they make sudden slight 
increases at certain points, they can con- 
veniently be classified as fixed or non- 
variable. On the other hand, if as ac- 
tivity increases they increase fairly fre- 
quently with relatively large jumps in 
amount, they may be classified as 
variable. 


Whilst greater refinement could no 
doubt be attained, the cost of ac- 
eounting and budgetary control must also 
be controlled, and the treatment sug- 
gested therefore demands that some al- 
lowance be made for a slight reduction 
in the cost of variable expense per unit 
as activity reaches total plant capacity. 


eost 


In discussing the Indirect Labour 
sudget, you will recall that a summary 
with headings for productive and service 
departments was suggested with the 
natural classifications listed down the 
left-hand side. 


A somewhat similar schedule is useful 
in compiling detailed estimates of manu- 
facturing expense by departments, both 
productive and service. Each schedule 
can well be headed with the normal de- 
partmental capacity and with the antici- 
pated capacity that will be worked. The 
column headings in this case will be: 

1) variable expense 

direct labour) ; 


percentage (of 


2) variable expense, non-variable and 


fixed expense, total. 


The Australian Accountant 


149 


A listing of the account names and num- 
bers will be made at the side of the 
schedule. 

The actual historical costs will cer- 
tainly be a guide, but only a guide. New 
standards for expense levels that can and 
should be attained, perhaps with a little 
difficulty, will be established so that pro- 
gress in the elimination of inefficiency 
will result, providing that the control 
aspect of budgeting is properly done in 
due course. 

More detailed worksheets in support of 
the foregoing will be in the form of shop 
or departmental budgets ’expressed both 
in physical unit terms and in correspond- 
ing money values. The budgeted expense 
is built up on the basis of the direct 
labour hours, multiplied by the appro- 
priate allowance for each unit of produc- 
tion, plus a further allowance for the 
yearly fixed and non-variable expense. 
For example, gloves used by sheet metal 
operators can be assessed fairly weH by 
relating the number of pairs of gloves to 
the direct labour hours put in on that 
type of work. This is the sort of budget 
standard or actual usage figure which 
means something realistic or tangible to 
the produtcion manager in controlling ex- 
penses from month to month. 

The principle involved is that most 
variable expenses bear a relationship to 
some form of activity—it may be number 
of men, number of direct labour hours or 
it may be floor area. The consumption of 
abrasive disc, welding rod or other oper- 
ating or processing supplies may be tied 
to one of these specific factors and more 
practical standards of usage established 
thereby. In the same way cost control is 
further strengthened. 

The preparatory work in developing 
these data will be the analysis of the more 
important expense items and the deter- 
mination of the factor of activity which 
caused their use. To illustrate, a work- 
sheet something like the following will 
serve the purpose. 


Budgeted Standard Direct Labour Hours: 10,000 hours. 


No. of Direct Labour Workers: 50 men. 
Item Budget Basis 


100 D.L. hours. 
per employee 


Abrasive dises 
Goggles 


Total Allowance 
for Financial 
Budget 
£630 
£150 


Requirements Unit Cost 


6.3 dises 
4 pairs 


2/- each 
15/- 
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General Approach—continued. 

The same principle is used for assessing 
the estimated cost of the other manufac- 
turing expense by accounts. Indirect 
labour has already been dealt with and 
actually is the first in order of priority 
according to our classification of accounts. 
The other items to be considered are fuel 
supplies, expense tools, utilities purchased, 
electricity and water, maintenance and re- 
pairs, workers’ compensation insurance, 
loss of errors and defects, and fixed charges 
comprising building insurance, rates, de- 
preciation, and finally miscellaneous ex- 
pense. Similar expense schedules to those 
already developed for the productive de- 
partments would also be compiled for the 
service departments, namely, power, main- 
tenance, general buildings, factory man- 
agement and general factory burden. 
These service department expense 
schedules when completed will require pro- 
rating to the productive departments in 
accordance with the appropriate basis 
which you are already fully conversant 
with, and which are fully discussed in 
standard texts on cost accounting. 

There is one aspect of the burden dis- 
tribution, however, which I do not feel 
receives sufficient emphasis in most text 
books, except in Advanced Cost Account- 
ing, by Charles F. Schlatter. Schlatter’s 
method is to pro-rate the fixed expense of 
service departments to the productive de- 
partments on a ‘‘capacity’’ basis, that is 
to say, regardless of the actual consump- 
tion ratios. Between productive depart- 
ments, the fixed expense of, say, the power 
plant, should be divided between them in 
ratios reflecting their capacity to consume 
the power. The remaining variable ex- 
pense of the service department. is, of 
course, pro-rated on the basis of the con- 
stantly changing consumption ratios. 

I think that this small point obviates 
some of the fallacies which can creep in to 
burden distribution when conditions of un- 
balanced output oceur in the various pro- 
ductive departments. 

Assuming the productive department 
estimates have been completed and likewise 
the service departments’ estimates have 
been completed and pro-rated back to the 
productive departments, it is possible to 
collate all manufacturing expense on a 
summary schedule. Against the account 
names will be reflected the variable, the 
non-variable and fixed expenses and a total 
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by account names, and at the bottom of 
the summary will be added, with a sub- 
total. The above represent the direct ex- 
pense not subject to pro-rating. Following 
on, will appear the allowance for fixed 
and variable expense derived from the 
service department worksheets, and the 
total manufacturing expense is obviously 
the sum of all the foregoing. 

A footnote showing the variable and 
fixed overhead rates based on productive 
labour is a useful addition to the summary 
and to the supporting schedules. 

A further matter of interest in the treat- 
ment of manufacturing expense which is 
adopted not only by this firm, but appar- 
ently by a number of others mentioned in 
American literature, is the charging of a 
pre-determined rental to the commercial 
departments by the factory department. 
The factory is, in turn, responsible for all 
costs associated with the upkeep of the 
entire plant property. The advantage of 
this method is that the variety of detailed 
costs comprising occupancy expense are 
concentrated for control purposes. Depart- 
mental supervisors are charged in values 
per unit of floor space, and thereby appre- 
ciate the full importance of space costs. It 
is claimed that many an expansion pro- 
gramme_has been made, not because of the 
acute need for space but because habit has 
made supervisors poor housekeepers. The 
expenses involved consist of repairs to 
buildings, drive-ways floors, electric light, 
watchmen, janitors and sweepers, and 
heat. The departmental foreman have 
little control over most of these, and re- 
sponsibility is better placed on the chief 
engineer. The departmental supervisors, 
however, do become cost-conscious with re- 
spect to the rent they are paying, and ac- 
cordingly conserve their space require- 
ments more effectively. In turn, material 
handling and other expenses are often 
reduced. 


Administration Expense Budget 


The general principles already outlined 
can be adapted for the estimating of ad- 


ministrative expense. In the main, these 
expenses are non-variable or semi-fixed 
and remain relatively constant over fairly 
large ranges of sales. 
Plant and Equipment Budget 

It will be appreciated that capital ex- 
penditures on fixed assets must be ade- 
quately controlled, as the return on 


(Continued on page 151.) 
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General Approach—continued. 

investment’ is directly related to such 
expenditures. Capital sunk in fixed 
assets is a deferred charge to operations 
for many subsequent years, and the earn- 
ing power of the business can be jeopar- 
dized if over-expansion is permitted. The 
management of the business must have 
some suitable means for approving re- 
quests for capital expenditures and in 
this form these requests are formalized 
on an appropriation request. This calls for 
a thorough study of the actual or im- 
puted savings that are estimated to result 
from the proposed expenditures. Present 
and future potential costs, such as addi- 
tional depreciation and obsolescence are 
collated and the estimated percentage re- 
turn on investment is arrived at. Anéther 
reason for control is that capital expen- 
ditures can deplete the working capital 
and this may not always be wise. The 
demands of the future must be balanced 
against the desirabilities of the present. 
Assuming that approval has been given, 
management must be able to review the 
physical and financial progress of the 
work and be able to forecast the timing 
of the expenditures, and whether these 
have over-run the authorized amount or 
not. 

The Monthly Construction 
Report is an overall summary of the de- 
tailed costs and gives the top management 
a quick survey of the actual position and, 
of great importance, the trend of expen- 
ditures. 


The Master Budget 

The foregoing subsidiary budgets can 
now be assembled to compile the budget 
Income Profit and Loss Statement. Sales 
will, of course, be developed from a 
schedule setting out the range of product 
units, unit sales of each multiplied by 
the established selling prices. 


Progress 


The cost standards established for 
material, labour and burden make the 
computation of the cost of sales figure a 
simple matter. The Profit and Loss form 
does not display opening and closing in- 
ventories, which are unnecessary when a 
system of perpetual inventory is in opera- 
tion. The various cost adjustments and 
commercial expense items do not war- 
rant special comment, as they are quite 
straightforward. One item, however, 
namely unabsorbed burden, may perhaps 
be a little unusual from the local stand- 
point. It is, of course, the difference be- 
tween the budgeted total manufacturing 
expense and that portion which will be 
absorbed into product at standard rates. 
The remaining items are self-explanatory. 

Sufficient data now exists to compile 
the statement of investment covering 
working capital items and fixed invest- 
ment. From the net profit and loss after 
taxes the return on investment for the 
budgeted year is readily computed. 

Cash Budget 

The necessity of sufficient cash for com- 
fortable operations needs no emphasis, 
but unless a forecast of the effect of the 
budgeted operations on the cash position 
is made out, serious difficulties would cer- 
tainly result. Briefly, the cash receipts 
from receivables collections, sales of fixed 
assets and new financing, if any, are 
listed with due allowance made for the 
necessary lag between sales on terms and 
collections. Cash payments are quite dif- 
ficult to forecast, but from the operating 
budgets, disbursements for production 
cost covering factory expenses, payrolls, 
materials and supplies, administrative 
selling and distribution costs and eapital 
expenditures will be estimated, and, very 
important, income tax payments will be 
listed by month of incurrence. 


CONTROL THROUGH BUDGETING AND BUDGET REPORTS 


What are the questions to which man- 
agement requires factual answers? Here 
are a few: 

(1) Our position in the particular in- 
dustry. What share of the market 
are we getting? Are we gaining or 
losing ground? . 

Are actual sales in line with gen- 
eral business conditions? Despite 


increased sales, we still be 


losing ground. 
What 


lines? 


may 


are the most _ profitable 
What does each department cost to 
operate; and what is the relation- 
ship of its overhead expense to its 
sales or output? 
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(5) Is our stock turnover adequate? 

(6) What is the efficiency of produc- 
tive labour; the relationship of in- 
direct to direct labour? 

(7) The cost of material handling and 
inspection, loss or errors and de- 
fects in relation to the output? 

In a word, management wants to locate 
the rat holes down which money is go- 
ing. The prime requirement here is a 
system of adequate, and above all, timely 
reports so that constant comparison of the 
actual results with those planned for will 
enable corrective action to be taken on 
activities that are off-standard. 

The design of acceptable budgetary 
control reports should embody certain 
basic principles, which are: 

(1) the report must be adapted to the 
individual receiving it, or he will 
make little or no use of it. Per- 
haps it is advisable to keep ac- 
counting technicalities out of these 
reports as much as possible; 
the reports should place responsi- 
bility on supervisors only for op- 
erations under their control; 
the reports should be brief, simple 
and comparable; 
graphic presentation 
used when effective ; 


should be 
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(5) work from the general to the par- 
ticular, that is give the summary 
results first with details available 
to support them; 

finally, and most important, re- 
ports must be prompt. 

Budgetary control works or the prin- 
ciple of exceptions, and accordingly re- 
ports should be limited to significant 
facts only. The real measure of an ac- 
countant’s ability is to digest and inter- 
pret the cost and financial results for the 
operating personnel. This is not their 
function. In this connection an explana- 
tory letter concisely outlining the causes 
for variations in costs and operating re- 
sults will always be appreciated. 

As management is largely the art of 
predicting the future, reports should, in 
addition to the foregoing requirements, 
clearly indicate the more important 
trends. Accounting has distinct respon- 
sibilities in the preparation of budgets, 
forecasts and control reports. There is a 
two-way flow of information in business 
from the top down and from the bottom 
up, and with a lead on management 
policy, the accountant can break this 
down to facts and figures, and report 
back to the management, situations and 
trends to assist them in doing a better 
job. 


(6) 


OBITUARY 


We regret to record the deaths of three 
Associate members of the Victorian Divi- 
sion of the Commonwealth Institute of 
Accountants—Messrs. J. F. Murphy, T. D. 
Pollock and H. O. Young. 

Mr. Murphy was a distinguished mem- 
ber of the Commonwealth Public Service. 
Early in his career he was associated with 
the Home and Territories Department, 
The Development and Immigration Com- 
mission and the Prime Minister’s Depart- 
ment. He joined the Commerce Depart- 
ment in 1933 and was appointed Secre- 
tary in 1934. During the war he under- 
took the onerous task of Controller- 
General of Food for Australia, in the 
course of which he made several visits 
abroad. In 1937 his services to the Com- 
monwealth were acknowledged by the 
honour of C.M.G. Since November, 1945, 
he was Chairman of the Australian Wool 
Realisation Committee and Common- 
, wealth Wool Adviser and Economic 


Adviser to the Minister for Commerce 
and Agriculture. Members of the Vic- 
torian Division will recall the interesting 
luncheon address he gave in August, 
1947, on his return from England where 
he had acted as a director of the United 
Kingdom and Dominion Wool Disposals 
Lid. Mr. Murphy was admitted to mem- 
bership in 1925. 


Mr. Pollock, who died 27th December, 
1948, was employed as accountant at 
Towns Supply-Co. Pty. Ltd. for 17 years. 
He was admitted as a Licentiate of the 
Institute in 1921, antl advanced to the 
status of Associate on 31st December, 
1938. 


Mr. H. O. Young, who also died during 
December, was admitted to membership 
on 18th March, 1919, and was formerly 


Property: Manager of the National 
Trustees Executors & Agency Co. of Aust. 
Ltd. 
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CURRENT PROBLEMS DISCUSSED IN 
OVERSEAS JOURNALS 


ACCOUNTING AND PRICE LEVEL CHANGES 


Since our last notes on this topic were 
published (Australian Accountant, Feb- 
ruary) two outstandingly important pro- 
nouncements have been made. The com- 
mittee on accounting procedure of the 
American Institute of Accountants has re- 
affirmed its previous recommendation that 
income continue to be determined on the 
basis of depreciation of fixed assets on 
original cost; and the Council of the Insti- 
tute of Chartered Accountants in England 
and Wales, in a statement amplifying its 
previous recommendation on the subject, 
has recommended that amounts set aside 
to finance replacements at enhanced costs 
should be treated as reserves and not as 
provisions. These two pronouncements, it 
will be seen, are to much the same effect. 
The conclusions of the committee of the 
American Institute are set out in a letter 


to members of the Institute published in 


the Journal of Accountancy, November. 
Of 21 members of the committee, 17 were 
in agreement that ‘‘any basie change in 
the accounting treatment of depreciation 
should await further study of the nature 
and concept of business income’’ and that 
‘‘the immediate problem can and should 
be met by financial management’’ by the 
use of supplementary financial schedules, 
explanations or footnotes by which the 
need to retain earnings to cover increased 
replacement cost may be explained to 
shareholders. The other four members of 
the committee dissented, in the belief that 
‘inflation has proceeded to a point where 
original dollar costs have already lost their 
practical significance and that where de- 
preciation is an important element of cost 
the advantages which would result from a 
basic change in accounting treatment out- 
weigh the possible disadvantages which 
have been advanced against it.’’ 

The statement by the Council of the In- 
stitute of Chartered Accountants in Eng- 
land and Wales is a lucid examination of 
the problem and a constructive attempt to 
find the solution. The full text of the 
Council’s statement and recommendations 
appears in The Accountant, January 15. 


Like the Committee, of the American 
Institute, the Council sees the problem as 
one of financial management—how to retain 
sufficient profit to enable both fixed and 
current assets to be replaced in the face of 
increasing costs, or alternatively to correct 
the under-capitalization which results 
from increased costs by raising new capi- 
tal. The difficulties of either of these 
courses are examined, along with current 
proposals for varying accepted accounting 
practice by basing depreciation charges on 
replacement costs or writing-up fixed asset 
‘‘values.”’ The conclusions reached are 
that change in accounting practice is 
neither desirable nor likely to be a practie- 
able method of effecting the desired result, 
but that it is of the greatest importance 
that directors should consider the financial 
problem and the way in which it should 
be met and whether shareholders should 
be fully informed as to the effects of infla- 
tion on the company’s affairs. 

The recommendations in full are: 

1) Any amount set aside to finance 
replacements (whether of fixed or 
current assets) at enhanced costs, 
should not be treated as a pro- 
vision which must be made before 
profit for the year can be ascer- 
tained, but as a transfer to reserve. 
If such a transfer to reserve is 
shown in the profit and loss ae- 
count as a deduction in arriving at 
the balance for the year, the bal- 
ance should be described appropri- 
ately. 

In order to emphasize that as a 
matter of prudence the amount set 
aside is, for the time being, re- 
garded by the directors as not 
available for distribution, it 
should normally be treated as a 
specific capital reserve for in- 
creased cost of replacement of 
assets. 

For balance sheet purposes fixed 
assets should not, in general, be 
written up on the basis of esti- 
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Current Problems—continued. 
mated replacement costs, especially 
in the absence of a measure of sta- 
bility in the price level.’’ 

The conclusions reached by these two 
authoritative bodies were not lightly 
reached nor are they founded merely upon 
respect for traditional usage. The Ameri- 
ean Institute Committee’s letter stated 
that the committee had ‘‘solicited and con- 
sidered hundreds of opinions on this sub- 
ject expressed by businessmen, bankers, 
economists, labor leaders, and others’’; and 
that ‘‘while there are differences of 
opinion, the prevailing sentiment in these 
groups is against any basic change in 
present accounting procedures.’’ The re- 
commendations of the councils and com- 
mittees of the institutes express what may 
be ealled the orthodox views. It is signifi- 
cant, and full of promise for the future of 
accounting research, that orthodoxy in this 
instance is not founded on dogmatism but 
upon reasoning. It is equally significant 
that, though naturally there are many ex- 
positors of the orthodox view, there is a 


strongly vocal minority who are unrepent- 
antly heterodox. Some of the more power- 
ful arguments for and against acceptance 
of the orthodox view are stated in the fol- 
lowing contributions to the controversy 
which is raging in U.K. and U.S.A 


George D. Bailey, in the Journal of Ac- 
countancy, November, deals with the re- 
lationship of accounting to other factors 
in accurate reporting of inflationary in- 
come. He points out that many phases of 
this problem have nothing whatever to do 
with accounting: other factors are public 
understanding of accounting statements, 
financial management, and the incidence 
of taxation. He gives also the results of a 
questionnaire circulated to various groups 
by the American Institute of Accountants, 
in which the question was asked whether 
‘fa substantial change in accounting 
methods is necessary to provide a satisfac- 
tory reporting of corporate income in view 
of recent changes in the price level.’’ Re- 
plies indicated that among businessmen 
and bankers opinion was 3 to 1 against 
such a change in accounting: all other 
groups (controllers, insurance executives, 
labour representatives, accounting teach- 
ers, lawyers, government officials, invest- 
ment trust officers, and security analysts) 
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except economists and statisticians, were 
opposed to a change. Economists and 
statisticians were for it by 7 to 4. 

..C. R. Niswonger (Accounting Review, 
January) maintains that accountants 
‘“‘should be wary of yielding to pressures 
from the business community which may 
push us out on a limb from which we may 
be able to descend only by the use of a 
saw.’’ Principles, he thinks, should not be 
lightly abandoned: and he asks the per- 
tinent question whether current deprecia- 
tion proposals would be acceptable to 
management during a period of falling 
prices. 

Maurice H. Stans (Accounting Review 
January) discusses the problem on another 
plane—that of the evolution of accounting 
reports, particularly the income statement. 
In support of his belief that the public dis- 
trusts corporate income reports, he refers 
to the results of a public opinion survey 
conducted by the Controllership Founda 
tion: the conclusions were that 45 per cent 
of the public believe that reported profits 
are understated, 59 per cent. believe that 
it is difficult to understand a typical in- 
come statement, and over 40 per cent. do 
not understand many of the terms used in 
the jargon of accounting. Recognizing 
the fact that accounting is not static and 
that it is progressing in the acceptance of 
new techniques and concepts, he does not 
believe that we have yet reached the stage 
when the attempt should be made to ex- 
press income statements in terms of ‘‘eco 
nomic’’ income. ‘‘It is more logical,’’ he 
says, ‘‘that we complete a sound frame- 
work for financial reporting before we 
attempt to attach to it complex modifiea- 
tions that will collapse the entire struc- 
ture because they leave too many uncon- 
nected and weak parts.’’ 


At the 1947-48 annual meeting of the 
American Institute of Accountants, an 
afternoon technical session was devoted to 
the question of what, if anything, account- 
ants should do about the problems caused 
by changing value of money, and a dis- 
cussion group led by G. O. May considered 
the question in the evening. A summary 
of the papers and discussion appears in 
the Journal of Accountancy, November. 
Papers presented stated the view of the 
economist, management and the account- 
ant. ‘‘Wide differences of opinion were 
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exhibited, though the consensus of the 
whole attendance at the meeting was to 
oppose any deviation from the cost basis 
in the presentation of financial state- 
ments.”’ 

Outright advocates of a change in ac- 
counting practice have not been wanting. 
Willard J. Graham (Accounting Review, 
January) maintains that capital is being 
paid out in the guise of income and as 
taxes because of the unreality of income 
figures based on original costs. F. Sewell 
Bray (The Accountant, December 4) 
thinks that the American Institute com- 
mittee lost an opportunity to disentangle 
the real issues in the problem, and that 
research should be intensified ‘‘to discover 
the best, the simplest and the most prac- 
tical means of assessing current cost ad- 
justments.’’ The Economist, June 12, 
urges a psychological readjustment in the 
minds of businessmen and a revolution in 
accounting practice, in methods of taxa- 
, tion and in popular notions of the mean- 
ing of ‘‘profits’’ in order to avoid the 
‘‘ugly possibility’’ that apparent additions 
to productive capacity may prove to be 
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largely unreal, in the sense that. they 
should be regarded mainly as capital re- 
placement. K. Lacey (Canadian Char- 
tered Accountant, December) states a case 
for the valuation of inventories always at 
market replacement cost and the transfer 
of ‘‘inventory profits and losses’’ to in- 
ventory reserve accounts: this, he claims, 
would make profits independent of price 
fluctuations and, by reducing the range of 
variations in disclosed profits, would mini- 
mize the effects of cyclical fluctuations. 
John Kennerly (The Accountant, Decem- 
ber 11), describes the methods adopted in 
France for re-valuing fixed assets for ac- 
counting and taxation purposes. D. C. 
Beaton (The Accountant, January 8) 
maintains that both fixed and current 
assets should be converted to present-day 
values (by applying appropriate index 
numbers) and the excess over book values 
credited to a depreciation of sterling in 
the Business account, as an offset to a debit 
to that account representing the depre- 
ciation of money capital (including pro- 
fits retained): the depreciation of capital 
so debited should be credited to Inflation 
Reserve account. 


ACCOUNTING TERMINOLOGY 


Reference has been made in previous 
notes in this section to what appeared to 
be a strange reluctance on the part of ac- 
countants in U.S.A. to adopt the distine- 
tion between ‘‘provisions’’ and ‘‘reserves’’ 
which has lately become of such import- 
ance in U.K. accounting theory. The com- 
mittee on terminology of the American 
Institute of Accountants has now ex- 
plicitly accepted the distinction. Its re- 
commendation, reported in the Journal of 
Accountancy, November, is that— 

‘* Reserve 
that an undivided portion of the assets 
is being held or retained for general or 
specific purposes, and the use of the 
term in the balance sheet, in describing 
deductions from assets or provisions for 
particular liabilities, and in the income 
statement should be discontinued. 

Though differently expressed, this recom- 
mendation is to the same effect as the re- 
commendation of the councils of the Insti- 
tute of Chartered Accountants in England 


’? should be used to indicate * 


and Wales and the Institute of Chartered 
Accountants in Australia. Here, again, as 
in the ease of depreciation on cost basis, 
authoritative opinion in U.S.A. and U.K. 
is in close agreement. Gradually a hard 
core of accounting theory of universal ap- 
plication is being developed. 


Meanwhile, the way of the terminology 


reformers in U.K. is not as smooth as 
could be wished. It will be remembered 
that the recommendations of the council 
of the Institute of Chartered Accountants 
in England and Wales originally included 
income-tax liability as one of the items 
which should be described as a provision. 
Unfortunately, because of differences in 
the definition of ‘‘provision’’ used in the 
U.K. Companies Act, 1948, from that used 
in the recommendations of the council of 
the Institute, doubts arose whether 
amounts set aside to meet future income 
tax could be described as provisions in 
terms of the Act. Counsel consulted by 
the Institute expressed the opinion that 
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amounts so set aside should be described 
as ‘‘reserve’’— with the result that the 
council of the Institute amended its 
original recommendation and a lively con- 
troversy has arisen among accountants on 
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the whole question. The arguments for 
and against the classification of future in- 
come tax liability (based on current ac- 
counts) as a reserve and not as a provision 
are examined in a leading article in The 
Accountant, November 13, 


FORM OF PUBLISHED ACCOUNTS 


’ 

Methods of presentation of accounting 
data in the form of published statements 
are still being discussed overseas with an 
intensity as great as that which marks the 
controversy on depreciation bases. One 
particularly noticeable aspect of these dis- 
cussions is the increasing attention being 
given to the form of the income statement. 
Accounting Research Bulletin No. 35 of 
the American Institute’s committee on 
accounting procedure, which is given in 
full in the Journal of Accountancy, 
December, deals with this question. The 


committee refers to alternative methods of 
displaying items (such as general purpose 
contingency reserves, extraordinary items 
which, if included, would impair the sig- 
nificance of net income, inventory reserves, 
and appropriations in contemplation of 


replacement of productive facilities at 
higher price levels) which are excluded 
from the determination of net income. 
Under one of these methods, the excluded 
items are shown in the surplus statement 
(profit and loss appropriation account) : 
under the other, they are shown in the 
income statement after the amount desig- 
nated as net income. The committee ex- 
presses a preference for the first-mentioned 
method, though six of the twenty-one 
members dissent from some of its implica- 
tions. The same issue of the Journal con- 
tains an article by the research depart- 
ment of the Institute illustrating the 
methods of income presentation recom- 
mended by the committee. 

A growing practice, becoming fairly 
common in Australia as well as in U.S.A. 
and U.K., is what is known as ‘‘cake- 
eutting’’ or ‘‘turnover  analysis’’—a 
break-up in supplementary statements of 
gross revenue into expenditure on ma- 


terials, wages and salaries, overhead ex- 
penses and profit, with a further sub- 
division of profit into taxation, dividends 
and reserves. R. W. Moon (The Account- 
ant, December 18) examines this practice 
and gives a table showing the turnover 
analysis of 28 large U.K. concerns. He 
concludes that ‘‘as an illustration of the 
relative share of the proceeds taken by 
those who co-operate in a variety of ways 
in making a business run, ‘turnover analy- 
sis’ is probably the simplest and most 
easily digested form for bringing the facts 
into perspective.’’ A. C. Littleton (New 
York Certified Public Accountant, Novem 
ber), in an article entitled Inventory Dis 
closures, urges that possibly inventory , 
valuation reserves shown as deductions 
from inventories (in the same way as 
depreciation and doubtful debts provisions 
are deducted from assets) will replace the 
traditional cost-or-market rule. Mean- 
while, he thinks that deducted reserves are 
clearly preferable to direct write-offs, ex 
cept in cases where deterioration or obsol- 
escence of stock are demonstrably present. 
The article is challenging in its logical 
reasoning: it corresponds closely with 
similar suggestons made in U.K. by F. R. 
M. de Paula, and goes much further than 
the recommendations of the institutes have 
vet taken us. 

Of more specialized interest is the article 
by James R. Neff (Canadian Chartered 
Accountant, December) on operating state- 
ments of Life Insurance Companies. Mr. 


"Neff believes that forms of statements in 


use by life insurance companies are ob- 
secure and should be made more under- 
standable to laymen by simplification of 
terminology and improved forms of profit 
and loss and surplus accounts. 


ACCOUNTING THEORY 


The 1948 revision of the American 
Accounting Association’s Statement of Ac- 
counting Principles Underlying Corporate 
Financial Statements is the subject of in- 


teresting comments by Herbert E. Miller, 
W. A. Paton and H. F. Taggart in the 
Accounting Review, January, and by G. 0. 
May in the Journal of Accountancy, 
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November. John G. Blocker (Accounting 
Review, January) advocates periodic re- 
examination of accounting policies and 
practices of every business concern at least 
once a year in order to ensure that they 
constitute the most accurate matching of 
cost expirations and revenue that it is 
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possible to obtain. Dr. Scott (Accounting 
Review, January) discusses the influence 
of statistics upon accounting technique 
and theory. Donald Cousins (The Ae- 
countant, November 20), in a short article 
on Accountants and Economists, suggests 
that the business economist and the ae- 
countant will in future be drawn closer 
together. 


MANAGEMENT ACCOUNTING 


In November, 1948, the London and Dis- 
trict Society of Chartered Accountants 
began a series of six lectures of particular 
interest to accountants in industry. Three 
of these lectures — The Functions of Man- 
agement, by Sir Charles Renold; Manage- 
ment’s Relations with the Accountant, by 
G. Chelioti; and The Accountant’s Rela- 
tions with Management, by N. G. Lancas- 
ter—appear in the issues of The Account- 
ant of November 27, December 18, and 
January 22 respectively. 

M. Striker (The Accountant, November 
27) briefly discusses the difficulties which 
arise in reconciling standard costing or 
marginal costing with the specific objec- 
tives of price control. Frank Judd (Ac- 
counting Review, January) examines the 
development of cost accounting concepts 
of scheduled commercial airlines. A. 
Holdsworth (The Cost Accountant, Novem- 
ber-December) deals in interesting, and in 
several respects original, fashion with the 
question of indirect cost and its collection, 


recovery and control. Jack Friedman 
(New York Certified Public Accountant, 
November) describes methods of account- 
ing for ‘‘fringe’’ labour costs in the ap- 
parel industries —‘‘fringe’’ labour costs 
being those appendages to labour costs, 
such as payroll tax, sick and holiday pay, 
retirement benefits and the like, which 
make the labour account ‘‘resemble a 
mother hen surrounded by a brood of 
ehicks.’’ In the same issue of the New 
York Certified Public Accountant, Sydney 
C. Fried deals with clearance accounting 
for textile weavers and converters, and 
Nathaniel L. Fish with maintenance as a 
factor in determining depreciation for 
motor carrier equipment. 

N. R. Velleman (Journal of Accownt- 
ancy, November) surveys recent improve- 
ments in retail accounting procedures; and 
James A. Kendall (Journal of Account- 
ancy, December) insurance 
agency accounting 


discusses 


AUDITING PRACTICE 


The Journal of Accountancy, November, 
gives a summary, by William 8S. Papworth, 
of papers and discussions on audit reports 


at the 1947-48 annual meeting of the 
American Institute of Accountants. ,In the 
same issue the complete text is given of a 
statement by the Institute’s Committee on 
auditing procedure recommending a re- 
vised short-form of auditor’s report. The 
revised form is as under: 
We have examined the balance sheet 
of X Company as of December 31, 19— 
and the related statement(s) of income 
and surplus for the year then ended. 
Our examination was made in accord- 
ance with generally accepted auditing 
standards, and accordingly included 


such tests of the accounting records and 
such other auditing procedures as we 
considered necessary in the circum- 
stances. In our opinion, the accompany- 
ing balance sheet and statement(s) of 
income and surplus present fairly the 
financial position of X Company at 

December 31, 19—, and the results of 

.the operations for the year then ended, 

in conformity with generally accepted 

accounting principles applied on a basis 
consistent with that of the preceding 
year. 

The Accountant, December 18, has an 
interesting short article by J. O. Davies 
on Interrogation: Its Place in the Audit 
and Investigation; and the New York Cer- 
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tified Public Accountant, November, con- 
tains notes by Nathan Feinberg on the 
audit of textile accounts. 

The Accountant, November 13, publishes 
a memorandum regarding certificates of 
profits for purposes of prospectuses, offers 
for sale and advertised statements, issued 
by the Share and Loan Department of the 


TAXATION 


The Journal of Accountancy, November, 
contains the judgment of the New York 
Supreme Court in the Bereu case, in which 
an accountant was adjudged in contempt 
for unlawful practice of law in advising 
on a matter of income tax law. It reports 
also an interesting decision of the New 
Jersey Court of Errors and Appeals in a 
ease in which it was held that a labour con- 
sultant was not engaged in the unauthor- 
ized practice of law, and the remarks of a 
past president of the American Bar Asso- 
ciation at the annual meeting of the Ameri- 
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London Stock Exchange and drawn up 
with the co-operation of the Institute of 
Chartered Accountants in England and 
Wales and the Institute of Incorporated 
Accountants and Auditors. 

Another article of interest to all 
branches of the profession is that on Taxa- 
tion, Auditing and Ethies, by C. H. Kohler 
(The Accountant, December 4). 


PRACTICE 


ean Institute of Accountants, ineluding 
the comment that he ‘‘would not agree 
that no one but a lawyer should ever prac- 
tice law.”’ 

Another development of special interest 
to taxation accountants is the forecast in 
the Journal of Accountancy, December, 
that a bill will be introduced in Congress 
to make the Tax Court a court of record: 
this would have the effect, inter alia, that 
certified public accountants who are pre- 
sently admitted to practice before the 
Court will be denied that right. 


EDUCATION AND TRAINING OF ACCOUNTANTS 


The Journal of Accountancy, December, 
has an article by the committee on selec- 
tion of personnel, American Institute of 
Accountants, describing methods of pre- 
testing aptitudes of accounting students, 
which after five years of investigation and 
research, is about to be put into operation. 
In the same issue of the Journal, a sum- 


mary is given of papers dealing with 
placement of accounting graduates, educa- 
tional problems, _ staff training,  o- 
operation with colleges and post-graduate 
education, which were read at the 1947-48 
annual meeting of the American Institute 
of Accountants. 
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LEGAL TRAINING FOR ACCOUNTANTS 


The Editor, 
The Australian Accountant. 
Dear Sir, 

In a letter published in a previous issue, 
Mr. Voumard and I set out the changes 
which it has been decided to make in the 
Law subjects in the syllabus of the School 
of Accountancy, Melbourne Technical 
College. It is now proposed that as from 
the beginning of School Year 1951, the 
Accounting subjects of the Course should 
be completely reorganized and as this re- 
organization introduces many features 
which are completely new to Account- 
ancy in this country, I think that your 
readers would be interested to know of 
them. 

The present Accounting subjects in the 
syllabus are modelled almost entirely on 
the lines of the subjects included in the 
course for the examinations of the Com- 
monwealth Institute of Accountants and 
as such, in organization, have remained 
practically unchanged for fifty years. 
Changes which have occurred in the past 
two or three decades in the work which 
the profession is being called upon to do 
and in the development of a theory of 
accounting make it imperative that the 
Accounting subjects be altered so that 
students shall be trained to accept the 
new responsibilities arising out of chang- 
ing business conditions and the growing 
body of accounting theory. 

In our present Course, there are in- 
cluded many topics which have very little 
application in present-day practice. I 
think particularly of such subjects as 
Executorship Accounting and Accounting 
in Bankruptcy. Both these subjects, 
along with several others of a similar 
nature, are given very considerable 
weight in present Courses, but very few 
accountants find the need to apply in 
practice what they learn in classes. Fur- 
thermore, as the content of such subjects 
is largely the learning of rules laid down 
by legislatures and courts, they do not 
add anything to a student’s understanding 
of the fundamentals of accounting pro- 
cesses. Accordingly, we propose to 
change the content of our subjects so that 


lesser weight is given to topics of the 
nature that I have mentioned above and 
greater weight is given to the teaching 
of a theory of accounting and to such 
vitally important “new” topics as _ the 
Presentation of Accounting Information 
and the Analysis and Interpretation of 
Accounting Reports and Statements. To 
do this, we propose, first of all, increas- 
ing the standard of general education re- 
quired for admission to our School. At 
present we require school Intermediate 
Certificate .with Commercial Practice, 
English and a Mathematie included. As 
from 1951, however, a student will re- 
quire school Leaving standard with Com- 
mercial Practice and English Expression 
included, but the Board of Examiners of 
the School of Accountancy will be given 
wide discretionary powers to deal with 
students who have not received a general 
education of leaving standard. In gen- 


eral, a student who has not received this 
pre-requisite education will be required 


to undertake a study of Bookkeeping, 
English Expression and an Introduction 
to Commercial Law before being admitted 
to the First Year of our Accountancy 
Course. 

Then in the First and Second Years of 
the Accountancy Course, we will re- 
organize the teaching of the topics in- 
cluded so that in the First Year we will 
introduce the subject of Financial <Ae- 
counting, Part I, in which will be ineluded 
the purely Accounting, as distinct from 
Bookkeeping, topics included in the pre- 
sent syllabus of Accounting, Part I, plus 
many miscellaneous topics which are now 
taught in the Second Year, such as Ac- 
counting for Executors, Pastoralists, 
Branches, and-‘so on. In the Second Year, 
we will have two subjects—one, Company 
Law and Accounting, and the other, 
Financial Accounting, Part II, and Audit- 
ing. In the first of these, we will take the 
present course in Company Law, greatly 
expand it, giving emphasis to the prac- 
tical secretarial aspect of company law 
and add to it, the present company ac- 
counting topics which are dealt with in 
Accounting, Parts I and II. 
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Financial Accounting, Part Il, and 
Auditing will be composed of the follow- 
ing four topics: 

1. Accounting Theory with particular 
reference to the theory underlining 
the determination of periodic in- 
come. 

2. The presentation of accounting re- 
ports for proprietors with particular 
reference to the form and contents 
of published financial statements. 

3. The analysis and interpretation of 
accounting reports and statements. 

4. Auditing. 

In the Auditing section of this Course 
will will devote most of our attention to 
auditing procedures, dealing very exten- 
sively with the work of the internal 
auditor. The emphasis will be on the 
aspects of internal auditing rather than 
on the work of the professional auditor. 
In Company Law and Accounting there 
will be covered the problems associated 
with the audits of public companies. 

It is our present intention to leave the 
Third Year of the Accountancy Course 
undisturbed. We will, however, change 
the name of our present Accounting, Part 
III, to Management Accounting, but its 
content will remain the same as at pre- 
sent, namely, Statistical Methods, 
Machine Accounting, Punched Card Ac- 
counting, and an Introduction to Cost 
Accounting. 

The two other subjects of the Third 
Year are at present each of six months’ 
duration, and are Income Tax and Bank- 
ing, Finance and Foreign Exchange. At 
the Melbourne Technical College, we are 
not particularly happy about the train- 
ing that students are receiving in these 
two topics as we consider it essential that 
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an Accountant should receive a rather 
wider training in Economics than is at 
present given. Furthermore, the present 
importance of Income Tax in the practice 
of most accountants demands that a train- 
ing of at least a year’s duration be given 
in this subject. However, as long as ac- 
counting is to be given only in part-time 
courses, we find it impossible to impose a 
further burden of a longer course on the 
student, as the present one, even with the 
rationalization that we now propose, will 
place a heavy burden on the shoulders 
of a student for three to four years. 

The final year of our Diploma Course, 
which is really post-graduate training to 
a member of the Institute, we will leave 
as at present constituted, with, however, 
the possibility that as soon as it can be 
arranged, and as soon as the demand for 
this type of training warrants it, we will 
introduced two extra Diploma Courses - 
one in Governmental Accounting and the 
other in Retail Accounting. 

We feel that with the implementation 
of these proposals we will have placed 
our Accountancy Course more in line 
with the present needs of the profession 
and that which is at present taught and 
which is no longer applicable to the prac- 
tice of the majority of Accountants, will 
have been eliminated. 

It is, however, only one small step to- 
wards our goal of an appropriate training 
for accountants, it being our opinion that 
accountants in this country will never be 
given an adequate academic training un- 
til at least part of their Course can be 
taken on a full-time basis. 

Yours faithfully, 
K. C. KEOWN. 
Melbourne Technical College, 
February 28, 1949. 
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DEPRECIATION AND REPLACEMENT 
COSTS 


We are indebted to Mr. L. A. Schumer 
for a copy of a well-informed and excel- 
lently written article by Harold Fleming 
in The Christian Science Monitor, Novem- 
ber 8, 1948, on the current controversy in 
U.S.A. about depreciation charges. The 
article discusses two aspects of the problem 
of depreciation of fixed assets. These two 
aspects are: 

(a) uniform accounting procedure; and 

(b) whether depreciation rates allow- 

able for taxation purposes are suf- 

ficient in present circumstances. 
As to (a), it is pointed out that the recent 
action of U.S. Steel Corporation in loading 
its depreciation charge with a 60 per cent. 
surcharge for higher replacement costs did 
not violate accepted accounting principles, 
because the corporation’s published state- 
ment revealed both the base charge and the 
surcharge, and ‘‘thus conformed to the 
general principle that corporate statements 
should give adequate disclosure of how 
they are drawn.’’ 

‘*Yet,’’ the article goes on, ‘‘it never- 
theless made possible in spite of its best 
efforts a problem for investors. For al- 
though its own report broke down its de- 
preciation charges into the basic charge 
and the 60 per cent. extra charge, the 
newspaper summaries re-lumped them. 
Only from the text of most of the stories 
would the unwary investing reader know 
that the very basis of calculation had been 
stepped up by 60 per cent. from the usual 
basis of accepted accounting procedure. 
And this should be another warning to 
investors who take ‘reported net income’ 
too literally. The key word is ‘reported.’ 
Net income, though carried out to odd dol- 
lars and cents, is not a fixed figure like the 
measurement of a house, but a result of 
judgment and opinion since it is arrived at 
only after a ‘guesstimate’ of depreciation.”’ 

Mr. Fleming has some wise things to say 
also about the foundation of the original- 
cost basis for calculating depreciation and 
the proposal to change to the replacement- 
cost basis. 

‘*Corporate statements a generation 
ago, both of earnings and of assets, 
showed a fantastic disparity of basic 


principle. On the balance sheet some 
carried goodwill at millions, others at 
a dollar; in the earnings statement, 
some charged every imaginable cost 
against earnings, while others didn’t 


even bother with depreciation. The 
accounting and auditing profession 


has done yeoman’s work in standard- 
izing reports, but corporations still 
follow many varying practices. 

‘‘The accountants ‘love for original 
cost’ in lieu of. replacement cost or 
market value is fundamentally due to 
this striving for consistency and uni- 
formity. Original cost is a matter of 
record; other valuations a matter of 
conjecture. The proposal to change to 
replacement cost, however, has made 
considerable headway in the last year. 
Many speakers favéured it at a recent 
convention of the Controllers Institute 
of America. The American Institute 
of Accountants’ committee on ae- 
counting procedure vote last month 
showed for the new base. 

‘*But ‘original cost’ seems likely to 
stick. The A.I.A. vote was still 21 to 
4. The Securities and Exchange Com- 
mission has indicated it will go along 
with the A.I.A.’s view. Only if plant 
construction and new machinery costs 
should continue sharply higher does 
it seem possible that majority account- 
ing opinion would swing toward re- 
placement cost as a depreciation base. 
Until such time he need is likely to be 
met by special charges and auditors’ 
footnotes.’’ 

On the taxation point, the article men- 
tions that the U.S. Treasury before 1934 
acted on the principle of letting corpora- 
tions set their own rates, requiring only 
that these rates be’ reasonable and that, 
once adopted, they be continued. Since 
1934 it has more and more made its own 
rules on allowable depreciation; with the 
general intent and result of increasing tax- 
able earnings. The effect on the revenue 
has been the opposite of what was ex- 
pected, for depreciation allowances were 
squeezed in the early thirties, when taxes 
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Depreciation and Replacement Costs—continued. 
were low, and the depreciation was taken 
later in the forties, when tax rates were 
high. 

(There is a moral in this for taxpayers 
as well as for tax authorities; and it holds 
good for writing-down of stock as well as 
for depreciation. ) 
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Current proposals for raising deprecia- 
tion allowances for taxation purposes in- 
clude one to allow corporations to write 
up assets to estimated replacement cost and 
calculate depreciation from the new figure, 
another to revert to the pre-1934 practice, 
and another to raise allowable depreciation 
rates. 





THE AUSTRALASIAN INSTITUTE OF COST ACCOUNTANTS 


AUSTRALIA’S IDLE CAPACITY 


Widespread publicity has been given to 
Professor Copeland’s commentary on the 
dangerous tendency exhibited by Aus- 
tralian industrial. accounting which, he 
states, is operating at little more than 
70% capacity. 

The President of the New South Wales 
Division (Mr. R. C. Jackson) recently 
commented that with the facilities at our 
disposal for the recognition of such a fac- 
tor in our individual industries, our mem- 
bers, as those concerned with its effect on 
cost, should give serious study to any 
data which might offer some solution. 
Very often a negative attitude is adopted 
and the eventual outcome of production 
decline awaited with an attitude of de- 
spair. Rather should there be a careful 


analysis undertaken and by the prepara- 
and easily understood re- 


tion of “live” 





ports to all parties interested, operators 
as well as management, provision can be 
made for a channel to enable positive 
action to be taken. 


Positive Action Needed 


Mr. Jackson added that the mere com- 
pilation of reports, however, is not suf- 
ficient; the wise man will undertake to 
secure the implementation of findings 
made in his reports. So then, let each 
Cost Accountant aware of his responsi- 
bilities, make every effort to promulgate 
that spirit of pride in achievement in all 
with whom he comes in contact, that sel- 
fish aims become submerged, or to use the 
expression of the psychologist, subli- 
mated, in principles intended to benefit 
our whole community. 
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AUSTRALIAN CONGRESS ON ACCOUNTING 


The Second Australian Congress on Accounting. 
Sydney — 21st to 25th November, 1949. 


The second Australian Congress on ac- 
counting promises to be a memorable 
event in the annals of the Australian Ac- 
counting Institutes. In general, con- 
gresses and conventions have, because of 
their utility, become -of increasing im- 
portance and in many spheres of activity 
are held at regular intervals. But as al- 
ready indicated, this congress is only the 
second to be held in Australia on account- 
ing. 

Four International Accounting Con- 
gresses have been held. The first took 
place at St. Louis, U.S.A., in 1904, the 
second at Amsterdam, Holland in 1926, 
the third at New York in 1929, and the 
fourth in London in 1933. Each of these 
was highly successful. They were well 
attended, valuable papers were submitted 
at each, and it is unquestionable that each 
congress helped forward the profession 
of accounting, and strengthened the 
status of the accountant in the commer- 
cial world. 

Unfortunately, Australia was toq far 
away from the venue of these congresses 
to derive much direct benefit. At several, 
if not all, the Australian Institutes were 
represented, and at one, at least, a paper 
was submitted by an Australian delegate. 
The distance from this country prevented 
any proper representation of the <Aus- 
tralian accountancy profession at these 
gatherings. 

The value of the congress to any pro- 
fession is evident to anyone who reads 
the records of the transactions of a con- 
gress. It is inevitable that from a meet- 
ing together, as at a congress, of men 
engaged in the same profession there 
must arise much good to the entire ac- 
counting field. No doubt many account- 
ants have envied our overseas fellow 
practitioners who have had the oppor- 
tunity of participating in these Inter- 
national gatherings, but an opportunity 
is shortly to be presented of enabling all 
Australian accountants to participate in 
the second Australian Accounting Con- 
gress. 


The congress is to be held in Sydney 
and will commence on Monday, 21st 
November of this year, and continue 
throughout that week. An _ excellent 
series of technical sessions has been ar- 
ranged and visiting overseas accountants 
will be amongst the lecturers. Each paper 
will be of a genuine research character, 
provocative and up-to-date in thought 
and directed at the general theme of the 
congress. The congress which has as an 
underlying theme the title “a Revaluation 
of Accountancy” will have far-reaching 
effects in moulding the future course of 
the accountancy profession in Australia, 
in showing to the business world, govern- 
ment authorities and overseas accountants 
that the Australian profession upholds a 
high standard, and above all is encourag- 
ing a re-awakening of the spirit of re- 
search in our profession. 

The position which the accountancy 
profession occupies is an enviable one. 
There is need for public education of the 
peculiar role which accountants are fitted 
to play in the community. 

With the expansion of commerce and 
the rise of great corporations, the ineur- 
sions of the Government into the realms 
of trade and industry, the horizon of the 
accountant has widened very consider- 
ably, and at no time in our history have 
there been greater possibilities for expert 
accounting service. Leaders of industry 
have learnt to appreciate the knowledge 
acquired through years of practical ex- 
perience and study, and to depend on 
accountants for advice and assistance in 
the many problems of management and 
policy. With this enhancement of our 
status we cannot afford to rest content 
and it is the bounden duty of every 
member to better fit himself for the diffi- 
culties which lie ahead. Attendance at 
the congress will afford a ready means of 
bringing knowledge up to date. 

Owing to the nature of their calling, 
accountants are apt, even late in life, to 
devote too little of their time to social 
and sporting activities. The sponsors of 
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the congress realizing this, have not 
omitted to provide for the social side, 
and arrangements are in hand for the 
entertainment of the wives of visiting 
delegates—theatre parties, a ball, motor 
trips, and other functions are already 
being arranged. 

Visitors to Sydney may look forward 
to an elaborate programme of entertain- 
ment which is being planned for them. 
Opportunities of sight-seeing will be pro- 
vided as well as planned visits to ,fac- 
tories, business establishments and Govy- 
ernment institutions. A short break of 
even a few days amongst fellow members 
will relieve the monotony of the daily 
work, the ever-changing and perplexing 
problems with which the accountant is 
called upon to deal in these strenuous 
times. The mere chatting over of mutual 
difficulties will, in most cases, amply re- 
pay the cost of attendance. 

The sponsors are very keen to make 
the congress an unqualified success. For 
this the co-operation of accountants is 
essential. It is expected that there will 
be large attendances of New South Wales 
accountants, but more than this is neces- 
sary if the congress is to realize its de- 
sired end. It is hoped that it will be 
marked as truly Australian by the pre- 
sence of many visitors from the other 
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States. About 400 interstate visitors are 
being catered for. Those of our readers 
who may have business in Sydney in the 
latter part of this year or will be visiting 
New South Wales on holidays, would do 
well to arrange their visits so as to be in 
Sydney during the Congress Week, and 
we believe they will be well rewarded for 
any personal sacrifice that may be in- 
volved in any adjustment of dates neces- 
sary to make this possible. Already many 
interstate members have intimated their 
intention of visiting Sydney for the con- 
gress and others are coming from New 
Zealand. 

To attend the congress and to profit to 
the fullest extent from the deliberations 
may involve some sacrifice, but we feel 
sure that the increased knowledge which 
will accrue to those who participate will 
be an ampler reward.- AccOuntants in 
commercial pursuits as well as those in 
public practice will gain immeasurably 
from a visit to the congress. 

If you will be visiting Sydney and have 
not yet made reservations, it is suggested 
that you contact Mr. A. E. Dent, 19 Bligh 
Street, Sydney, the Secretary of the 
Accommodation Committee, and he will 
reserve accommodation for you. 

No accountant can afford to miss this 
congress which will set the course of 
accounting in Australia for years to come 
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THE STATUS OF THE BALANCE SHEET 


4 


The Editor, 
The Australian Aceountant. 


Dear Sir, 

In the February issue, Mr. Maskell 
attacks a statement quoted from the 
Report of the Cohen Committee. Appar- 
ently he considers that, from the words 
used, the Cohen Committee relegated the 
balance sheet to a status accorded that 
of a petty cash voucher. Nothing could 
be further from the truth. 


The Cohen Committee made a number 
of recommendations regarding the bal- 
ance sheet and it is quite clear from those 
that they regarded it as a document of 
great importance. But the revenue state- 
ment is also of great importance—if not 
greater than the balance sheet. How 
would Mr. Maskell regard the view which 
many accountants hold, that the balance 
sheet is little more than a connecting link 
between suecessive revenue statements? 
Admittedly this statement of the position 
goes even further, but had the Commit- 


Twyford House, 
17 Castlereagh Street, 
Sydney. 

12th March, 1949. 


tee gone even that far, would not the 
more rational comment had been along 
the following lines? —“‘The result of this 
emphasis upon the income statement is a 
tendency to regard the balance. sheet as 
the connecting link between successive in- 
come statements and as the vehicle for 
the distribution of charges and credits 
between them. Important as this concept 
is, however, it should not obseure the fact 
that the balance sheet has significant 
usés of its own.” (Committee on Account- 
ing Procedure, American Institute of Ac- 
ecountants, Research Bulletin, No. 1.) 

Perhaps one may suggest that the car- 
dinal rule in construitg a document (such 
as the Cohen Report) is that you take the 
meaning from the whole of it. It does not 
seem right (to this writer anyhow) that 
one should pluck forth a sentence from 
hundreds of others, and subject it to a 
run of condemnatory remarks impugning 
the sound sense of the committee. 

Yours faithfully, 
S. R. BROWN 


Reply to Mr. 8. R. Brown 


The Editor, 
The Australian Accountant. 


Dear Sir, 

There is no doubt that the Cohen Com- 
mittee regarded the balance sheet as a 
document of great importance. That is 
the traditional view of British account- 
ants, and I still believe it to be a sound 
one. 


[ am still not convinced, having in 
mind the numerous uses to which the bal- 
ance sheet may be applied, that the profit 
and loss statement is of generally ‘‘ greater 
importance’’ than the balance sheet. 

The impression may be gained from Mr. 
Brown’s comment that I decried the sig- 
nificance of the profit and loss statement, 
but I certainly did not. 


The modern view accepted generally 
by the Cohen Committee has much to re- 
commend it—but I considered the com- 
parison made was too strong in favour of 
the profit and loss statement. As for the 
efforts generally of the Committee, I have 
the utmost respect, but in my opinion, 
some of its recommendations were pro- 
vocative and by no means easy to apply 
in practice. 

Mr. Brown will, of course realize that 
there is still a good deal of uncertainty 
in the minds of some British accountants 
on points directly derived from the Cohen 
Report. 

The extract from the Committee on Ac- 
counting Procedure, American Institute 
of Accountants, Research Bulletin No. 1, 
is stimulating and fair. It will be noted 
from the words “. . . it should not obscure 
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the fact that the balance sheet has signifi- 
cant uses of its own” that the American 
Institute has virtually reminded its mem- 
bers of the very thing I tried to point out 
in my article. 

May I remind Mr. Brown that I was 
not taking the Cohen Committee Report 
as a whole, but one aspect of it. 

I am in agreement, of course, with Mr. 
Brown when he says “that the cardinal 
rule in construing a document is that you 
take the meaning from the whole of it,” 
but may I suggest also that another valu- 
able exercise is to ascertain why the 
document came to be written. 

The change in emphasis from the bal- 
ance sheet to the profit and loss statement 
as possibly the more significant statement 
is directly derivedy in Britain at least, 
from the Royal Mail Steam Packet ease, 
which F. R. M. de Paula in discussing 
Accounting Principles, likened to an 
atomic bomb. He said that when it fell, it 
“shattered out self-complacency and 
startled and shocked the public.” 
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It was natural that the point of em- 
phasis should therefore be on the signifi- 
cance of the profit and loss statement. 

In these days of liquidity problems, the 
balance sheet should take on a renewed 
significance. Perhaps the best measure of 
financial efficiency is not to be derived 
only from the revenue statement but from 
a joining of this statement’s results with 
those to be obtained from the liabilities 
side of the balance sheet. I refer to the 
measures, Amount and Percentage of Net 
Profit on Shareholders’ Funds Employed. 

This brings the balance sheet and 
revenue statement into proper relation- 
ship with each other. Generally speaking, 
therefore, I do not consider either one or 
the other of the statements has “greater 
importance’’ in fact. 


Yours faithfully, 
R. E. MASKELL 
c/o 100 Bourke Street. 
Melbourne, C.1. 
22nd March, 1949. 





WHY NOT WRITE ABOUT IT? 


Evidently editors of accountancy jour- 
nals overseas have the same difficulty as 
editors in Australia in persuading ac- 
countants to write for publication, judg- 
ing by the following comment in The 
Journal of Accountancy, November, 1948. 

‘‘The advantages to the professional 
accountant of having material appear 
in the professional literature over his 
name, and the similar advantages to a 
firm of having partners and staff mem- 
bers publish material, was brought out 
by several partners with whom we 
talked at the annual meeting in 
Chieago. One partner of a medium- 
sized firm said, ‘I have lately come to 
look with such favor on writing by 
members of my staff that, if in the 
course of two or three years a man 
hasn’t made some effort to write some- 
thing for publication — whether it is 
published or not—I am going to have 
another look at his reasons for being 
on the staff.’ 


“The partner of another firm, dis- 
cussing the same subject, told of a 
mid-western law firm with six part- 
ners, in which firm it was a quite rigid 
rule that every one of the partners 
must write for publication once a year 
an article on some phase of the law 
with which he was involved. ‘Whether 
the paper is published or not, these 
lawyers feel that the work involved in 
investigating a subject, organizing 
their thinking, and getting it down on 
paper, is such an invaluable educa- 
tional help to the partners that it is 
worth their organization’s time to see 
that it is done.’ ’”’ 

An interesting sequel was the announce- 
ment in the December issue of the Journal 
that a large firm of accountants will award 
two prizes each year—one of $1,000 and 
one of $500 for the best articles by staff 
members published in the Journal. 
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BOOK REVIEWS 


Australian Mercantile Law (8th 
F.C.A. 


In recent years there has been a con- 
siderable increase in the number of per- 
sons studying accountancy, which has led 
to a greater demand for text books deal- 
ing with the subjects to be studied. All 
students of accountancy are required to 
study Commercial or Mercantile Law, and 
previous editions of this book have been 
designed to satisfy their requirements. 

In the fifth edition, the authors have 
taken the opportunity to revise and en- 
large considerable portions of the text, 
and have also included two new chapters, 
in which is given a brief outline of the 
law relating to Companies and Bank- 
ruptecy respectively. The present edition, 
as a result, is rather larger than its pre- 
decessors, but in including a considerable 
amount of additional matter the authors 
have not sacrificed the clarity and con- 
ciseness which was a feature of the earlier 
editions. 

The main concern of the authors has 
been to state only the general principles 
of what might be termed “business” law, 
free, as far as is commensurate with ac- 
curacy, from the qualifications and excep- 
tions which must necessarily be present 
to the mind of a lawyer. At the same 
time, the essential principles are _ illus- 
trated by examples, and supported, where 


Auditing Principles and Procedure, by ArtHur W. Howmes, 1948. 


(Aust.), and E. E. Fortescus, F.c.a. 
of Australasia Pty. Ltd. 519 pages plus xix index. 


tdition ). By R. Kerra Yorston, s.com. (Melb.), 


(Aust.). The Law Book Company 


1949. Price 25/-. 


necessary, by reference to leading cases 
and statutory enactments, so that readers 
desiring to undertake a more detailed 
study of a particular aspect should not 
lack reference material. 

It may be suggested that a text book 
on Mercantile Law of over five hundred 
pages must inevitably contain rather 
more material than is needed by those 
studying the subject as part of an ac- 
countaney course. If the student is con- 
cerned merely to pass an examination in 
the subject, this may well be true, but it 
is nevertheless a shortsighted view. An 
accountant, perhaps to a greater extent 
than most other members of the business 
community, should have some _ under- 
standing of the legal principles upon 
which that community’s transactions are 
based. For this purpose, a student of 
accountancy needs a text book on Mer- 
eantile Law which will, first, enable him 
to pass the necessary examination, and 
secondly, be available to him—and, in- 
deed, to all business man—during his pro- 
fessional life, as a handy book of refer- 
ence. This present edition, setting out the 
basic principles of mercantile law clearly, 
accurately and concisely, should be very 
successful in meeting these requirements. 

L. C. VOUMARD. 


Richard D. 


Irwin, Ine., Chicago. Price $7.50. 


This work was first published in U.S.A. 
in January, 1939, and since then has 
established itself in that area as a stand- 
ard text. The revised edition (first 
printed in 1945) is justified by the author 
in these words: 

“Six years have elapsed sincathe ap- 
pearance of the first edition, and dur- 
ing that period of time much has 
oceurred in both public and private 
accounting practice. The attempt has 
been made to modernize the book in 


every detail and to weave current prac- 

tices into the auditing procedures dis- 

cussed.” 

The particular interest to Australian 
practitioners is, of course, the exposition 
of the fundamentally different approach 
by the American profession to auditing 
procedures. Australian practice has been 
modelled on English concepts and these 
in turn have been strongly influenced by 
ancient traditions. It is easy to trace the 
growth of English auditing routine from 
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the old system of “hearing the accounts,” 
and to understand the ingrained belief 
that an auditor has a responsibility for 
detailed accuracy, especially in relation 
to cash transactions. A scrutiny of the 
numerous English legal decisions which 
impose horrible tortures on good account- 
ing practice shows, too, that our concepts 
of legal duties may well need revision if 
they are to fit in with eurrent develop- 
ments in business activity. 

Uninhibited by tradition and with a 
great volume of large-scale industry to 
serve, the American auditor discounts the 
value of detailed checking and attaches 
much more importance to testing the 
effectiveness of internal check and to en- 
suring that the financial statements fairly 
present “the financial condition and re- 
sults of operations, both on the basis of 
consistency and conformity with ace- 
cepted accounting principles.” 

The result of this attitude is evidenced 
in this book. The greater reliance on 
testing and sampling, the accent on 
errors of principle, the processes of 
analysing ledger accounts rather than de- 
tailed checking as we do, all tend to pro- 
duce a more effective and relatively less 
costly audit. 

At the same time it should not be 
thought that standard practice in U.S.A. 
involves a complete abandonment of de- 
tailed checking. The real difference is 
more a question of discarding mere arith- 
metical checks and concentrating effort 
on those avenues where errors or fraud 
may oceur. For example, in verifying 
sales, Mr. Holmes attaches special im- 
portance to these procedures: 

(1) The effectiveness of internal con- 
trol. 

Testing invoices with shipping re- 
cords to safegiard against ficti- 
tious billings, especially near bal- 
ance date. 

Inspection of inventory records. 
Tests of prices against price lists. 
Tests of invoices against sales 
orders. 

Aceounting for serial numbers of 
invoices, ete. 

In directions such as this, the book is 
of more than passing interest to Aus- 
tralia, for it serves to emphasize those 


(2) 


(3) 
(4) 


(5) 


(6) 
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features where emphasis should be placed 
for effective auditing. Mr. Holmes brings 
out such points with clarity. 

The treatment of audit working papers 
would be a revelation to many in this 
country, for there can be little doubt that 
we lag sadly in this direction. A supple- 
ment to the main text reproduces all the 
working papers for a practical case, and 
again stresses the more realistic ap- 
proach to responsibilities and duties, 
How often in our files would we find com- 
ments such as these? 

“Machinery repairs—We examined the 
results for individual machine re- 
pairs in order to determine excessive 
repairs on any equipment. We have 
no comments in this direction.” 

“Entertainment—is for customers and 
prospects. Most of it is under the 
supervision of the sales manager, 
with small allotments being made to 
each salesman. We scrutinized the 
entertainment reports and _ found 
them equally distributed over the 
eustomers.” 

“Marketable bonds— 

Postings and eross-footings checked. 
Calculations verified. 

All subsequent coupons are attached. 
All bonds were inspected, as noted. 
Ete. ete.” 

These are just random _ illustrations 
showing how, with proper’ working 
papers, the principal can sit in his office 
and assure himself that his staff has car- 
ried out each stage of verification to an 
acceptable standard. Indeed, this section 
is inspiring, enlightening and provoca- 
tive. 

Here, then, is a text from which in- 
trospective auditors may gauge how well 
their audits compare with American 
standards. They will see a different ap- 
proach to the task which must have a 
considerable appeal. One word of warn- 
ing is, however, necessary. Australia has 
not developed the same degree of large- 
seale commerce, nor, in consequence, re- 
lative perfection in internal control. 
Couple ,this with a different concept of 
legal faty and one must be cautious 
about changing accepted routines, at 
least until there is an authoritative de- 
nuneiation of them. 

—R. A. IRISH. 





May, 1949 


The Australian Accountant 


169 


Code of Cost Accounting Terminology, New ZEALAND STanparpDs INSTITUTE, DEPART- 


MENT OF INDUSTRIES AND COMMERCE, Wellington, N.Z. March, 1947. 


(48 pp., 


with an appended diagrammatic representation of total cost and its elements.) 


This code was prepared by the Cost Ac- 
counting Terminology of the N.Z. Stand- 
ards Institute, comprising representatives 
of Associated Chambers of Commerce of 
N.Z., N.Z. Employers’ Federation, N.Z. 
Manufacturers’ Federation, Incorporated 
Institute of Accountants of N.Z., N.Z. 
[ustitute of Cost Accountants, N.Z. In- 
stitution of Engineers, N.Z. Railways, 
N.Z. Society of Accountants, and three co- 
opted members. As might be expected 
from the breadth and quality of repre- 
sentation on the committee, the difficult 
and exacting task of lessening the con- 
fusion which notoriously results from lack 
of uniform terminology has been very well 
and thoroughly done. The code takes the 
form of a dictionary of 756 cost account- 
ing terms, alphabetically arranged, which 
are reduced to 206 standard definitions. 
“Of the remainder, 377 are terms which 
have been commonly used, by different 
people to express the meanings now inter- 
preted by the 206 definitions adopted in 
the code, while the balance of 173 are in- 
eluded as eross references.’’ The result is 
a book, most conveniently arranged, which 
should be of utmost value to _ tutors, 
students and examiners, no less than to 
cost accounting practitioners. Some ex- 
amples of the preferences expressed by the 
committee may be quoted as illustrating 
the extraordinarily haphazard condition of 
cost accounting terminology and the need 
for standardized definitions. ‘‘ Works In- 
direct Cost’’ is preferred to ‘‘ Factory 
Burden,’’ ‘‘Factory Overhead,’’ ‘‘ Works 
Oncost,’’ and any one of several other 
terms in common use; ‘‘Direct Cost’’ is 
preferred to ‘‘Prime Cost,’’ ‘‘Apportion- 
ment of Indirect Cost’’ to ‘‘Pro-rating of 
Expense’’ or ‘‘Distribution of Expense,’’ 
and so on. 

There are some possible oversights in 
the terms defined. Imadequacy is not 
mentioned, nor is it referred to in the 
definition of “obsolescence, though in 
many cases it is a major influence on the 
decision to scrap plant before its service- 
life is exhausted. Cost is carefully de- 
fined, and care is taken to stress the 
point that this term always requires a 
definite qualification, but Loss is defined 
Merely as “the amount by which total 


cost exceeds price”: this definition slides 
over the important distinction between 
true costs and the avoidable wastes which 
are often concealed in so-called actual 
costs. 

The intrusion of the concept of loss of 
value into the definitions of depreciation 
and obsolescence will be regretted by many 
who believe that accounting is not, and 
should not be concerned with values, but 
with costs and revenues. Thus, deprecia- 
tion is defined as— 

‘*the actual physical deterioration of 
an asset due to its use in production, 
the value being recovered by a pre- 
determined charge included in the 
cost of the product or service.’ 
Similarly, obsolescence is defined as— 

**the value of machinery or 
other assets due to the loss of their 
economic use by reason of invention 
or improvement of design or construc- 
tion.”’ 

Apart from this unfortunate introduc- 
tion of value into the definitions, it seems 
as though it is used in these two definitions 
in two different senses—one the sense of 
money-value and the other the sense of 
value-in-use. 


loss of 


The definition of marginal costing would 
not, I imagine, be accepted without ques- 
tion by most cost accountants. It is— 

‘fa system of costing based on the 
principle that, provided the output of 
a factory is such that all the costs in- 
curred are fully absorbed, including 
all fixed charges, the cost of any ad- 
ditional output is the direct cost only, 
consisting of the additional labour, 
additional material and such increased 
expenses as vary directly in propor- 
tion to the output.’’ 

In issuing the code, the Institute ex- 
pressly invites proposals for amendments 
or other comments. The comments above 
made are offered in response to that invita- 
tion. They do not diminish the admiration 
I have for the splendid job which the com- 
mittee has done, nor my confidence that 
the code will prove itself to be one of the 
most successful attempts ever made in cost 
accounting to produce order out of chaos. 


A. A. FITZGERALD. 
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Accounting Theory, by Harry Norris. Sir Isaac Pitman & Sons Ltd. London, 1946, 
(Pp. xii + 128.) Price, 12/6. 


In his book, The Economics of Account- 
ancy, published in New York in 1929, Pro- 
fessor J. B. Canning made the challenging 
statement that— 

‘‘The accountants have no complete 
philosophical system of thought about 
income; nor is there any evidence that 
they have ever greatly felt the need for 
one. Their generalizations about income, 
to the extent that they go beyond pro- 
cedure at all. are too inchoate, in com- 
parison with the structure of procedure 
they have built up, to permit one to sup- 
pose that they have ever seriously put 
their mind to the philosophical task. 
They have built up their structure of 
theory only to the extent that they 
found suitable and convenient statistical 
material to clothe it in.”’ 

Mr. Norris’s book is an attempt to sup- 
ply a structure of accounting theory and 
to examine the philosophical basis of ac- 
counting. And a very good attempt it is, 
whether one agrees with all of it or not. 
In many respects, it is critical of ortho- 
doxy, but the criticisms are always con- 
structive and seldom, if ever, unsupported 
by clear thinking and consistent reasoning. 
Its many proposals for revision of account- 
ing practices are often revolutionary, but 
they are never ill-considered. It is extra- 
ordinarily well-written — extraordinarily 
because we accountants must own to the 
soft impeachment that we are too busy to 
write well, even if we could. And it is 
always good-humoured and tolerant. Even 
when Mr. Norris cannot laugh with ae- 
countants (or economists) his laughter at 
them never descends to derision, and he 
ean laugh at: himself as well. 

We are given to glib talk about *the 
‘*literature’’ of accounting, but it must be 
confessed that few of our books are worthy 
to be classed as literature, whatever their 
technical merits. But if ever a book on 
accounting could lay claim to the title, this 
is it. It ranks, in literary quality and 
scholarship, with A. C. Littleton’s Account- 
ing Evolution to 1900. It is addressed 
primarily to accountants, with the ‘‘shock- 
ing desire’ to-improve their minds, and 
secondly to economists and accountancy 
students; though the latter are warned, 


with characteristically gentle irony that‘‘to 
take this book too seriously might even hin- 
der them in passing examinations, because 
at times unorthodox solutions to the prob- 
lems of accounting are suggested, and pre- 
sumably it is not safe to be too unorthodox 
in answering examination questions.’’ 

I believe that the book could be read with 
interest and benefit by every accountant, 
most accountancy students (except per- 
haps immature students, in whose hands 
it might be dangerous), and certainly by 
every economist. I am sure that no one 
could read it without enjoyment and 
stimulus. Its central theme is that ‘‘the 
most serious defect in existing theory is 
that it fails to be clear as to whether profit 
is a surplus of revenue over costs or is 
accretion in value.’’ It rejects the notion 
of value as the concern of accounting: ‘‘to 
put costs into the right accounting periods 
is the maximum that may be asked of an 
accountant in most things.’’ On. this 
ground, it is in full accord with most re- 
eent expressions of accounting theory, 
though there are still echoes in unexpected 
places of old confusions of value with cost. 
Witness, for example, the phraseology 
used in recommendations of authoritative 
accountancy bodies relating to deprecia- 
tion as a provision for ‘‘diminution in 
value.’’ Mr. Norris’s unorthodoxy is most 
evident in the practical applications of his 
theory to particular accounting problems. 
He would re-classify balance-sheet assets 
as Expenditure (on Plant, Organization, 
Stocks and Accruing Rights), Debtors and 
Cash; he would exclude ‘‘oncost’’ alto- 
gether from the ‘‘valuation’’ of manufac- 
tured stock-in-trade; he would bring to 
account as a balance-sheet asset the cost of 
developing a new business up to the stage 
at which sales reach the break-even point; 
he would similarly treat as an asset pub- 
licity expenditure not yet (at balance-date) 
reflected in sales; and, surprisingly, he 
justifies the ‘‘lower of cost or market’ 
rule for stock valuations. His defence of 
the ‘‘lower of cost or market’’ rule is 
original and ingenious. To me, it is almost, 
but not quite, convincing, and I have no 
doubt that it will be seized upon by many 
who are searching for a means of rational- 


ce 
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izing their implicit faith in the old and 
venerated rule which is under fire from 
many quarters. 

It is tempting to go on and to quote 
many more of the good things in this 
book. Perhaps enough has been said al- 
ready to suggest the keen enjoyment which 
awaits its readers, but two final extracts 
may be allowed. 

Dealing with depreciation (which he 
would prefer to call ‘‘amortization’’) Mr. 
Norris says— 

‘‘Who knows, it may soon be com- 
monly regarded as just as immoral to 
make a book entry for plant amortiza- 
tion to an excess amount as to conceal a 
theft of cash by falsified entries.’’ 

And, as a postscript to a chapter on the 
connection between economics and account- 
ing, there is a quotation from James 
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Agate’s ‘‘Theatre’’ column in the Sunday 
Times of 11th December, 1943. 

‘‘l remember some twenty years ago 
at the London School of Economies de- 
livering a lecture to County Council 
school teachers, the subject being the 
lovers in Shakespeare’s plays. Leaving 
the hall, I heard one young woman say 
to another: ‘Yes, it was all right, but I 
would rather have heard the other lee- 
ture.’ I discovered afterwards that my 
rival’s subject had been ‘Alternative 
Systems of Accountancy on Chinese 
Railways.’ Why, I reflected, the other 
evening, must we in the theatre never 
hear anything about anything except 
love? Why not entertain us with alter- 
native systems of accountancy on funicu- 
lar railways? After all, did not Ibsen 
write a moving play about the purity of 
municipal bathwater?’’ 


A. A. FITZGERALD. 


Accounting Research, Volume 1, No. 1, Tue INcorporatep AccouNTANTS’ RESEARCH 


CommiTTEE. Cambridge University Press, London; November, 1948. 


Price 7/6. 


This new periodical, the first English 
journal to be devoted entirely to account- 


ing research, has made a_ promising 
debut. For the present, it is intended that 
two parts shall appear each year. The 
editors are Mr. F. Sewell Bray and Mr. 
Leo T. Little. The first volume contains 
an article by F. Sewell Bray and Richard 
Stone on the presentation of the central 
government accounts; one by George OQ. 
May on accounting research in U.S.A.; an 
interesting and entertaining review by F. 
R. M. de Paula on fifty years of account- 
ing progress in U.K.; a lengthy examina- 
tion by F. Sewell Bray on the nature of 
income and capital; an article by E. B. 
Palmer on the use of departmental ac- 
counts, in particular as a guide to the 
allocation of floor-space; and reviews of 
three recently published accounting texts. 
One of the reviews deals, on the whole 
favourably, with Yorston, Smyth and 
Brown’s Australian text on advanced ac- 
counting, which the reviewer says is “well 
in advance of most of its British competi- 
tors, “though” it cannot quite be placed 
in the same class as the best American 
books on advanced accounting.” 

Messrs. Bray and Stone’s article on 
government accounts is a response to an 
invitation in the budget speech of the 


Pp. 84. 


Chancellor of the Exchequer for disecus- 
sion of the conventional form of Ex- 
chequer accounts. The authors recom- 
mend, with specimen forms, that all gov- 
ernment accounts should be drawn up on 
the basis of income and expenditure as 
distinct from cash; that a balance sheet 
or statement of and liabilities 
should also be furnished; that there 
should be a statement, called Resting Ae- 
count showing capital incomings and out- 
goings, as well as the revenue statement; 
that government enterprise statements 
should consist of an operating account, a 
combined operating and non-operating 
account, an appropriation account, a rest- 
ing account and a balance sheet; and that 
aggregated statements of all publicly con- 
trolled merchanting and production en- 
terprises, including departments of any 
Ministry which is engaged in these activi- 
ties, should be presented. The article will 
make a particular appeal to all account- 
ants, economists and statisticians who are 
interested in the development of social ae- 
counting and in the problem of modifica- 
tion of accounting procedure and methods 
of presentation with a view to facilitat- 
ing the collection of national income 
statistics. 


assets 
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Mr. May, who for some years has been 
devoting himself to research in financial 
accounting, describes the progress made 
in U.S.A. in recent years in the fields of 
recording, administrative analysis and 
interpretation, and general financial ac- 
counting. He concludes a useful survey 
with the statement that “Some account- 
ants look upon such research with scepti- 
cism, or even with distrust, but the amaz- 
ing accomplishments of the pure theorists 
in the eminently practical Business of the 
late war justified the hope that ‘a bit 
theoretical’ may cease to be a damning 
qualification in a statement of an ac- 
countant’s merits.” 

Mr. de Paula also thinks that the need 
for research is urgent and that there are 
many important problems to be solved. 
He cites particularly the problem of de- 
ciding between the “historical cost” con- 
cept and the “economic cost” concept, 


audit procedures, the valuation of inven- 
tories and work in progress and the audi- 
tor’s responsibilities in regard thereto, 


industrial accounting, and “plain talk” in 
accounting. 

Mr. Bray’s essay on the nature of in- 
come and capital is the most ambitious 
article in the volume. It is largely con- 
cerned with the conflicts between ac- 
counting and economic concepts and the 
modifications and expansions of account- 
ing theory and forms which seem to him 
to be desirable to remove or lessen those 
eonflicts. As in the field of government 
accounts, he suggests the use of a Resting 
Account to display capital incomings and 
outgoings, and in several respects his pro- 
posals suggest a re-adoption, with modifi- 
cations, of a kind of Double Accounting 
system. One wonders whether Mr. Bray’s 
objectives in this respect could not be 
more. easily and more intelligently 
reached by the more common use of well- 
prepared Disposition of Funds state- 
ments, instead-of the proposed Resting 
Account. One wonders also whether 
economists will be impressed any more 
than accountants will be enlightened, by 
some of the long and apparently unneces- 
sarily involved sentences which he has 
used. For example, the meaning of the 
following sentence is far from clear to the 
present reviewer, who has had to console 
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himself with the reflection that he will 
not be entirely alone in his failure to 
grasp its meaning. 

“Throughout this discussion we have 
sought to emphasize the importance of 
identifying the generic distinction be- 
tween capital and current with those 
actual transactions, measurable in terms 
of units of money, which are promoted 
by the economic traversal of an enter- 
prise along ‘the paths of temporal 
periods intentionally limited for the 
purpose of recurrent survey, and in so 
doing we have commended a substitu 
tion of the adjectival use of the word 
capital by the term resting.’’ 

An admirer of the valuable work whic! 
Mr. Bray is doing in a much-neglected 
field may be forgiven for believing that the 
author of Precision and Design in Ac 
countancy can do better than that! 

It is noticeable that, both in the article 
on governent accounts and the article on 
income and capital, Mr. Bray has come 
out as an advocate of replacement cost as 
a basis for depreciation provisions. Oddly; 
enough, just after reading his articles, a 
review by J. R. Hicks of Precision 
Design in Accountancy in the Economic 
Journal, December, 1948, came under 
notice. Mr. Hicks emphasized what he 
called Mr. Bray’s ‘‘central teaching,”’ 
namely that— 

‘*The justification for the use of ‘his- 
torical cost’—for the valuation of an 
asset at the original purchase price, how 
ever remote in time that original pur- 
chase may have been—is simply that the 
original purchase price is the one objec- 
tive valuation of the asset which finds a 
place in the basie records. Any other 
valuation must be a matter of judgment, 
and therefore belongs to the stage of in- 
terpretation, not to the stage of the com 
pilation of the basic summaries. It is, 
of course, not denied that there will be 
times (the present being one of them 
when valuation on the basis of historical 
cost leads to systematic bias. But the 
place where that bias ought to be cor- 
rected is in the use which is made of the 
accounts not in the basie accounts 
themselves.’ 

Similarly, Mr. Leo T. Little, in his lengthy 
and closely reasoned exposition of an 
economist’s view of replacement costs, 


and 
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reaches the conclusion that ‘‘the replace- 
ment costs basis for computing deprecia- 
tion as an element of accrued charges has 
no special validity, even for the internal 
purposes of the entrepreneur’’; and that 
though ‘‘it by no means follows that the 
accountant is correct, so far as economic 
analysis is concerned, in uncritically using 
an historical costs basis for determining 
the acerued charges on fixed assets,’’ yet 
‘‘the main point seems to be that the 
determination of these accrued charges 
cannot of its nature be a purely account- 
ing function—it is one of the prime tasks 
of entrepreneurship.’’ 

In other words, both J. R. Hicks and Leo 
T. Little seem to provide unexpected sup- 
port for the orthodox accounting review— 
expressed by both the Institute of Char- 
tered Accountants in England and Wales 
and the American Institute of Accountants 
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—that reserves for estimated additional 
eosts of replacement are matters of finan- 
cial management, and not matters to be 
taken into account in providing for de- 
preciation for the purpose of determining 
accounting ‘‘profit.’’ 

Accounting research, of course, involves 
close examination and consideration of all 
aspects of the problems with which it 
deals, and inevitably expressions of many 
different opinions. It would be foolish to 
disparage research because it results in 
the expression, from time to time, of un- 
orthodox opinions. Accounting Research 
has made a good start as a forum for inter- 
change of views, orthodox or unorthodox, 
which have been formed after careful 
study. All who have the interest of ac- 
countaney at heart will say to the editors, 
‘* Well done in the new venture: may it go 
on from strength to strength.’’ 

A. A. FITZGERALD. 





INDUSTRIAL PROBLEMS IN THE UNITED KINGDOM 
Address by Mr. John Ryan, M.C. 


At a recent luncheon meeting of the 
N.S.W. Division of the Commonwealth 
Institute of Accountants, Mr. John Ryan, 
M.C., Vice-Chairman of the Metal Box Co. 
Ltd., diseussed the major problems facing 
British industrial management to-day, 
and the important part which the British 
Institute of Management is playing in. 
the rehabilitation of industry. Mr. Ryan 
said that the Government was assisting in 
the drive for greater production, and the 
Trade Union Congress was giving useful 
assistance to management. Some progress 
had been made in improving co-operation 
between labour and management, by giv- 
ing workers a voice in the solution of 
management problems. 

He thought that functional control 
wrongly applied is a disruptive force. 
Although considerable attention had been 
given to this matter, there were many 
aspects of the problem that required 
further investigation. 

A business may be too small or too 
large for the most profitable results. With 
a view to ascertaining the most advan- 
tageous size of a business, considerable 
research work had been earried out, but 


it was difficult to obtain definite informa- 
tion and, to date, no conclusion had been 
reached in this connection. 

Problems associated with nationaliza- 
tion of industry which were receiving the 
attention of the British Institute of Man- 
agement included: 

1. Relation of Government to National- 
ized Industries; 
Relation of Trades 
Nationalized Industries; 
Question of subsidizing Nationalized 
Industries. 

Management and Training of Civil 
Servants. 


Unions to 


Accounting Problems 

The British Institute of Management 
was concerned with the problem of find- 
ing better ways of expressing results and 


interpreting Balance Sheet figures. It 
was felt that disclosed profits were un- 
duly affected by the practice of calculat- 
ing depreciation on cost values. The pro- 
blem of relating depreciation to replace- 
ment values had been the subject of con- 
siderable research, but, so far no answer 
for it had been found in England. If Aus- 
tralia had the answer, he would like to 
take it back with him. 
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O. R. MacDOoNALD, A.1.C.A. 
THE SHAREHOLDER AND THE COMPANY 
by 





O. R. MAacDOoNALD, A.1.c.A. 


Some Points for Examination Students 
It is evident from examiners’ reports 
that many candidates who sit for the sub- 
ject of Advanced Auditing have vague 
ideas of the relationship between the direc- 
tors and the shareholders of public com- 
panies, particularly as to the rights of the 
shareholders to information regarding the 
operations of the company. Answers sup- 
plied to auditing questions frequently show 
that the candidate believes that the share- 
holders will receive copies of the profit and 
loss and other operating statements which 
will furnish full particulars of the com- 
pany’s transactions. Actually, what the 
shareholder usually receives is the mini- 
mum information required to be supplied 
to him by the Companies Act of the State 
in which the company is registered. Whilst 
the statutory requirements as to the bal- 
ance sheet are such as to ensure that the 
shareholder may obtain a reasonably clear 
picture of the financial position of the com- 
pany and the nature of its assets, liabilities 
and shareholders’: funds, our legislators, 
apparently, are satisfied that if the share- 
holder is informed of the net profit earned 
by the company, and a few other particu- 
lars, which vary in the several States, as 
to its income and expenditure, the nature 
and extent of the information that will be 
made available is left to the discretion of 
the directors. 

In Victoria, the Companies Act, 1938, 
prescribes 123 (4)) that the profit and 
loss account of a company, other than a 
banking company, shall show separately 
(a) net balance of profit and loss on com- 
pany’s trading, (b) income from general 
investments and income from investments 
in subsidiary companies, (¢) amount 
charged for depreciation on amortization 
of investments, goodwill, and fixed assets, 
(d) any profit or loss arising from a sale 
or revaluation of fixed or intangible assets, 
(e) the amount transferred to the profit 





and loss account from reserves or pro- 
visions, and (f) directors’ fees. 

In New South Wales, it is prescribed by 
the Companies Act of 1936 (s. 103 (2)) 
that the directors shall report what amount 
has been written off for depreciation, and, 
if any reserves have been drawn on, the 
purpose for which the drawing was made 
and the amount thereof. 

The Queensland Companies Act, 1931, 
requires (s. 138 (1)(c)) that the profit 
and loss account shall show the total 
amount paid to the directors as their 
remuneration. 

The Acts of the other States, also, re- 
quire very little in the way of informa- 
tion on the manner in which the net profit 
or loss of the year has been ascertained. 

Students should make theimselves thor- 
oughly familiar with the relevant sections 
of the Act. 

It will be seen from this brief reference 
to statutory requirements, that there is no 
obligation placed on the directors to give 
any particulars to shareholders as to sales, 
cost of sales, or costs of administration, 
distribution and finance, either as actual 
figures or as percentages showing increase 
or decrease on any other period’s figures. 
It is true that the directors of some com- 
panies give more information than they 
are required to do by law, by way of 
greater detail in profit and loss account or 
by particulars furnished in their report 
to the shareholders or by the chairman in 
his address to shareholders at the annual 
meeting. It is rare, however, for any con- 
siderable amount of detail on the sales or 
operating exp®nses to be so furnished. A 
few companies, it is true, report to share- 
holders the amount of sales and various 
items of expense, but they constitute a 
very small minority. 

In answering questions, a candidate 
should assume that the shareholders will 
not have any information as to sales, either 
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as to amount or whether increasing or de- 
creasing in volume, that they will know 
nothing of the cost of goods sold or gross 
profit, and that the nature of the operating 
expenses and the ratio they bear to sales 
are undisclosed to them. With this in 
mind, his approach to the answering of a 
question will differ greatly from that of 
the candidate who believes that the com- 
plete manufacturing, trading, and profit 
and loss accounts will be available for the 
shareholders’ inspection. 

It would seem that many candidates are 
unfamiliar with the form of accounts pre- 
pared for public companies. It should be 
part of their studies to examine those pub- 
lished accounts of companies to which they 
ean obtain access and thus make themselves 
conversant with the type of information 
which is furnished therein. 

Many answers to questions show that 
candidates believe that shareholders of 
public companies obtain information not 
available to the general public. This sel- 
dom happens. The published report and 
accounts of companies recognized by Stock 
Exchanges are issued to the daily press 
and financial periodicals and in their 
columns receive wide publicity. The ac- 
counts as supplied to the shareholders may 
also be inspected by any person at the 
office of the Registrar of Companies on 
payment of a small fee. The annual gen- 
eral meetings at which the accounts are 
submitted to shareholders are usually at- 
tended by representatives of the principal 
newspapers, and a report of the proceed- 
ings—sometimes with the chairman’s ad- 
dress in full— generally appears in the 
papers for the information of the general 
reader. 

Another common misunderstanding is in 
regard to the part the shareholder may 
take in the management of the company’s 
affairs. In answers to examination ques- 
tions, candidates often suggest obtaining 
the consent of shareholders or the report- 
ing of certain matters to shareholders by 
the auditors. The way in which such sug- 
gestions are offered show that the candi- 
dates are under the impression that the 
Shareholders have frequent meetings. <Ac- 
tually, the shareholders meet only once a 
year, at the annual general meeting, unless 
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called to an extraordinary general meet- 
ing to consider a proposal for alterations 
of Memorandum or Articles of Association 
or some other special matter to be brought 
forward by the directors or by a section of 
the shareholders as prescribed by the Com- 
panies Act. Shareholders at these meetings 
may deal only with such matters as have 
appeared on the notice of meeting. At the 
annual general meeting the directors’ re- 
port on the operations of the preceding 
year and the accounts as circulated to 
shareholders are submitted for adoption, 
and directors and auditors for ensuing 
year are elected and their remuneration 
fixed. Unless any other business is placed 
by the directors on the notice of meeting 
nothing else can be discussed. 

The position, therefore, is that the only 
means shareholders have of expressing 
their views is in the discussion on diree- 
tors’ report and the published accounts, 
and in the election of directors and audi- 
tors. An exception to this is their right, 
provided they hold a sufficient number, of 
the shares, to have an extraordinary meet- 
ing convened on requisition. 

Summing up, if the candidate will bear 
these three points in mind he will be able 
to give an intelligent answer to many ques- 
tions on which he otherwise would express 
vague and faulty views: 

(1) The shareholder, as a general rule, 
as regards the general operations of 
the company, is informed only of 
its net profit for the year. 

Any information he obtains as a 
shareholder is also available to the 
general public. 

Generally speaking, he will be en- 
titled to attend only one meeting 
each year, that at which the diree- 
tors’ report and accounts are sub- 
mitted for adoption and the diréc- 
tors and auditors for ensuing year 
are elected. 

In conclusion, I would again mention 
the desirability of studying the published 
accounts of as many public companies as 
possible, referring not only to the profit 
and loss account and balance sheet, but 
also to the notice of meeting, the directors’ 
report, the auditors’ report and (where, 
as in Victoria, required by the Act) the 


manager’s and directors’ certificates 
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Edited by 
R. E. O’NEIu, A.1.¢.A. 


ESTATE DUTY 


Valuation of Shares According to Value of Company’s Net Assets 


On 24th June, 1942, D died possessed of 
shares in three companies to which s. 55 of 
the U.K. Finance Act of 1940 applied. 
That section provides for a special method 
of valuation for the purpose of estate duty. 
The value of the shares is ascertained by 
reference to the net value of the assets of 
the company. Section 55 (2)(a) provides 
that ‘‘the net value of the assets of the 
company shall be taken to be the principal 
value thereof . . . less the like allowance for 
liabilities of the company. Under 
s. 50(1) of the same Act, the Commis- 
sioners ‘‘shall make an allowance from the 
principal value of those assets for all lia- 
bilities of the company (computed, as re- 
gards liabilities which have not matured 
at the date of the death, by reference to 
the value thereof at that date, and, as re- 
gards contingent liabilities, by reference to 
such estimation as appears to the Commis- 
sioners to be reasonable)... .”’ 

In making the above valuation it is the 
practice in England to begin with a valua- 
tion of the assets less liabilities as shown 
by the balance sheet of the company at the 
last balancing date prior to the date of 
deceased’s death. There, is then added a 
proper proportion of the profits referable 
to the broken period ending in deceased’s 
death. D’s executors claimed that there 
should be deducted from the profits of 
such broken period, the prospective U.K. 
income tax liability in respect of those 
profits which would be borne by the com- 
panies in the ensuing year. Held (by the 
English Court of Appeal) that the word 
‘‘liabilities’’ in s. 50(1) referred to lia- 
bilities existing in law at the relevant date, 
and did not include the anticipated income 
tax liability which did not exist until the 
following financial year; therefore, an 
allowance under the sub-section could not 
be made (re Duffy (deceased). Lakeman 
v. A.-G. [1948] 2 All E.R. 756). 

The following is aw extract from the 
judgment of Lord Greene M.R. taken from 
the Court reporter’s fuller shorthand 
notes : 


‘*We are all familiar with the fact that, 
in speaking of the liabilities of a company 
which keeps accounts, the word ‘liabilities’ 
may be used in two senses. From one point 
of view, in reference to a particular com- 
pany, anything that appears on the left- 
hand side of its balance sheet is a liability. 
In the accountancy sense, it is a liability 
whether it be a provision for an actual 
legal liability, or whether it be a provision 
which the directors, as business men, think 
is prudent to make for something that may 
or may not happen in the future. From 
the accountancy point of view, once these 
things are properly entered on the left- 
hand side of the balance sheet, they are 
liabilities. Counsel for the executors re- 
pudiates the suggestion that he wished to 
construe the word ‘liabilities’ in so ex- 
tended a sense; but he rejects the sugges- 
tion that the word ‘liabilities’ is to be 
construed in the limited and narrow sense 
of legal liabilities existing in point of law, 
whether under a contract, or under a 
statute, or in some other way. He 
that in the present case you have a sort of 
half-way house. By that I mean this. 
When the testator died the company had 
made, and was making, profits in respect 
of the Exchequer financial year then cur- 
rent which would form the basis of its 
assessment to income tax for the following 
financial year. He then ‘Notwith- 
standing the fact that the testator died 
long before the commencement of that Ex- 
chequer financial year, and, therefore, long 
before the beginning of the period in re- 
spect of which the assessment would take 
place on the basis of those profits, never- 
theless those profits’— if I may return to 
the phrase I used earlier —‘directly they 
were made carried within themselves, s0 
to speak, in gremio a liability to tax which 
in every business sense would materialize 
into a legal liability as soon as the Budget 
Resolutions in the following year were 
passed.’ As I say, from the business point 
of view, I have no quarrel with that state- 
ment of the situation. It may very well 
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be that a business man who did not make 
proper provision for tax payable in the 
next year would be very unwise. But what 
we have to do is to construe the word 
‘liabilities’. 

‘‘Before I state in a sentence my opinion 
on that point, I must just add a reference 
to the words in brackets which I have 
quoted as to computing the liabilities of 
the company. The words in brackets deal 
with two sub-clauses of liabilities. Neither 
of those sub-clauses can go beyond the 
head class of liabilities. In other words, 
in order to fall within one or other of those 
two sub-classes, a thing must be a liability. 
Those two sub-classes are as follows: 
firstly, the Habilities ‘which have not ma- 
tured at the date of the death’. That has a 
very simple meaning. The other class is as 
regards ‘contingent liabilities’, which are 
to be valued by reference to an estimate. 
In that context what I have to ask myself 
is this: What is the meaning of ‘liabilities’, 
and, in particular, what is its meaning in 
the phrase ‘contingent liabilities’? It is to 
that simple point that this controversy 
comes down. It appears to me that, in the 
absence of some context justifying a limi- 
tation of those words or some qualification 
being imposed upon them, all we can do is 
construe them in their natural and ordi- 
nary meaning. It is not for us to extract 
what we might like to think in certain 
cases would be a fairer method of valua- 
tion. What we have to do is to ascertain, 
from the construction of the words used 
by Parliament in stating its will, is the 
method of valuation prescribed in accord- 
ance with the natural and ordinary mean- 
ing of the words in their context, and to 
apply them, even though in this case, or in 
another case, we may think that some dif- 
ferent method of valuation would have led 
to a fairer result. It may or may not be so. 
Anyone who is familiar with income tax 
or revenue law knows perfectly well that 
general provisions in an individual case 
may work rather harshly, but in another 
case they may work for the benefit of the 
income tax payer. All we have to do is to 
apply them. 

‘Counsel for the executors says, ‘Income 
tax is a very special thing. It cannot be 
classed with the sort of apprehended 
future event which may or may not hap- 
pen. It is as certain as anything can be.’ 
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A glance at the Income Tax Acts makes it 

quite clear that income tax will be im- 
posed. Therefore, he says as soon as the 
profits are earned which are to form the 
basis of next year’s assessment you can 
say with absolute moral or business cer- 
tainty, however you like to put it: ‘Those 
profits will form the basis of next year’s 
assessment, and any prudent business man 
will not regard them as spendable save 
after making proper provisions for that 
liability which is going to arise in the 
future.” That is an attractive argument, 
because to speak of income tax next year 
as if the question whether it was or was 
not going to be imposed were a thing at 
large would be stupid. Of course, there are 
matters of uncertainty about it as to what 
the rate of tax will be and such like. There 
may well be other forms of tax of which 
one can predict in one year that it is as 
sure and as certain as anything can be that 
that particular tax is going to be imposed 
next year. If, for instance, you have a 
General Election in which a particular 
party has as a plank in its platform a new 
type of tax, and they come in with a very 
large majority, one can be practically cer- 
tain that thes new government will take 
very active steps to impose that tax. Any 
business man confronted with such a situa- 
tion would probably make provision for 
meeting it. It could not be said that any- 
thing of that kind was a liability, although 
it is absolutely certain, just as certain, I 
venture to think, in the case I put as it is 
that Parliament next year will pass the 
annual Income Tax Act. 

‘*But, quite apart from all these con- 
siderations, taking the construction of 
these words, I find it impossible to give 
them a meaning extending beyond what is 
always perfectly ascertainable without any 
doubt whatsoever, namely, an existing 
legal liability, actually existing in law at 
the relevant date. The words cannot be 
stretched so as to cover something which 
in a business sense is morally certain and 
for which every business man ought to 
make provision but which in law does not 
become a liability until a subsequent date. 
That appears to me to be the short answer 
to this appeal, which, in my opinion, 
should be dismissed with eosts.’’ 

The above decision of the English Court 
of Appeal should be contrasted with the 
following majority decision of the High 
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Court of Australia: In West Australian 
Trustees, Executors & Agency Company 
Ltd. v. Commissioner of Stamps, Western 
Australia (1925), 36 C.L.R. 98, the trustee 
company sought to include amongst the 
‘* | . debts due by the deceased person 

”’ the sum of £317/19/8, being assess- 
ments made in respect of Commonwealth 
income tax payable on income derived by 
the testator. These assessments were issued 
after the testator’s death. The Commis- 
sioner of Stamps refused to allow the trus- 
tee’& claim. Held (Knox C.J., Higgins and 
Starke JJ.: Isaacs and Rich JJ. dissent- 
ing), that Commonwealth income tax upon 
income derived by a person prior to his 
death imposed by an Act passed during 
his lifetime, is a ‘‘debt due by the de- 
ceased person’’ within the wide terms of 
s. 88 of the Western Australian Admini- 
stration Act 1903, notwithstanding that 
the tax was assessed after his death. 


The High Court did not hold that the 
tax on the income derived by the deceased 
was a debt due by him in his lifetime 
under the Income Tax Assessment Act. 
What the Court held was that the obliga- 
tion to pay the tax was imposed on the 
testator during his lifetime or, in the 
words of Higgins J., ‘‘the obligation to pay 
the tax when assessed lay on the testator 
previously.’’ 


The following is an extract from the 
judgment of Knox C.J.: ‘‘Counsel for the 
appellant (on appeal, the Commissioner 
of Stamps) contended that no obligation to 
pay income tax was created before the 
assessment by the Commissioner. In my 
opinion this contention cannot be sus- 
tained. It is true that income tax is not 
payable until thirty days after assessment, 
*but the liability or obligation to pay im- 
posed by the Income Tar Act comes into 
existence on the passing of that Act. It is 
true also that ‘income tax’ is defined in 
the Income Tar Assessment Act as mean- 
ing the income tax imposed by any Act as 
assessed under this Act. But this seems to 
me to mean no more than that the amount 
payable in discharge of the obligation ere- 
ated by the Income Tax Act is to be ascer- 
tained according to the method prescribed 
by the Income Tax Assessment Act. In 
effect the assessment is no more than a 
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demand for the payment of a definite sum 
which had not theretofore been precisely 
ascertained. There are certain cases where 
the ascertainment of the amount of tax 
involves the exercise of a discretion by the 
Commissioner, but in the great majority of 
cases the amount of tax payable could be 
accurately determined by any skilled per- 
son conversant with the relevant facts.’’ 


As a preliminary point, it should be 
noted that the Australian legislation refers 
to ‘‘debts’’ whereas the relevant word in 
the United Kingdom legislation is ‘‘liabili- 
ties’’, but it is thought that these two 
words are synonymous. There is, however, 
an important difference in the language of 
the income tax legislation of the two coun- 
tries. Normally the ‘‘statutory profits’’ of 
a trade or profession charged to United 
Kingdom income tax under Cases I or II 
of Schedule D are computed ‘‘on the full 
amount of the profits or gains or income of 
the year preceding the year of assessment’”’ 
(Finance Act, 1936, s. 29). But there are 
a number of exceptions to this rule. For 
example, when a business is set up during 
the year of assessment the ‘‘statutory 
profits’’ are computed on the actual profits 
of the year of assessment. For example, a 
business was commenced on 6th July, 1948, 


‘and the adjusted profits for the twelve 


months ended 5th July, 1949, were £540. 
The statutory profits for the year of assess- 
ment ended 5th April, 1949, would be 
‘*computed’’ on 9/12ths of £540 = £405. 
For the next year 1949-1950 the ‘‘statu- 
tory profits’’ would be ‘‘computed’’ on the 
profits of the full year ended 5th July, 
1949 £540. 


Now, ‘‘compute’’ means simply ‘‘reckon”’, 
so that the statutory profits of any United 
Kingdom year of assessment are, with cer- 
tain exceptions, ‘‘reckoned’’ on the profits 
of the year preceding the year of assess- 
ment. In other words, the profits of the 
preceding year constitute merely the yard- 
stick normally adopted for the purpose of 
ascertaining the ‘‘statutory profits’’ of the 
year of assessment upon which U.K. in- 
come tax is levied. 


The position under the United Kingdom 
legislation was explained by Mr. H. McE. 
Scambler, Chief Inspector in Australia of 
the English, Scottish and Australian Bank 
Ltd., on p. 367 of the October, 1948, issue 
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of the Journal. In the Bank’s balance 
sheet at 30th June, 1947, shown on p. 368 
of that issue the following items appear: 


(1) Grouped with the shareholders’ funds 
is 
‘‘T]—Deferred liability : 
Reserve for estimated 
future liability for 
United Kingdom In- 


come Tax 1948/9 .. £102,100”’ 


Under the heading of Current Liabili- 
ties and provision is 
‘* Provisions 
Australian Income Tax £174,637 
United Kingdom Tax- 
ation (including In- 
come Tax Liability 
1947/8 £279,195’’ 


In explanation, Mr. Scambler 
‘‘Those not familiar with United Kingdom 
Income Tax laws might be interested in 
the classification in the attached balance 
sheet of ‘Reserve for Estimated Future 
Liabilities for United Kingdom Income 
Tax, 1948/49’ as a deferred liability, 
which is grouped with shareholders’ funds. 
This is sound accountimg practice in the 
United Kingdom, the being that 
legal liability in this respect would not 
arise until the bank had continued trading 
for some time after the balance sheet date 
—e.g., there would be no liability if the 
bank liquidated at the date of balance 
sheet. The amount shown is the estimate 
(after double taxation relief) of the lia- 
bility which will accrue subsequently, and 
when it does accrue it will be calculated 
upon the profits of the 1947 accounts. It 
is strictly a tax reserve (not a provision) 
and it is therefore proper to show it as 
part of shareholders’ funds. The United 
Kingdom Income Tax liability for the 
fiscal year 1947/48, on the other hand, is 
an actual liability and appears amongst 
‘Current Liabilities and 
provision.’’ 


Says: 


reason 


Provisions’ as a 


The Commonwealth legislation is couched 
in different terms. Section 17 of the 
Assessment Act 7 (1) of 
the Rating Act) provides that ‘‘income 
tax, at the rates declared by the Parlia- 


(and see also s. 
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ment, shall be levied and paid for . . each 
financial year . . . upon the taxable income 
derived during the year of income by any 
person. Thus the governing section 
of the Commonwealth <Aet tax 
upon the taxable income derived during 
the year of income. In relation to a com- 
pany the ‘‘year of the 
financial year next preceding the ‘‘year of 
tax’’ (or substituted accounting period). 
‘‘Year of tax’’ means the financial year 
for which income tax is levied (s. 6). Thus, 
tax is levied and paid for, say, financial 
ended 30th June, 1949, but, in the 
case of a company, is levied and paid upon 
the taxable income of year of income 
ended 30th June, 1948. In the English 
case cited above, if the profits of the com- 
panies concerned had been subject to Com- 
monwealth income tax, it is considered 
that an actual liability would have attached 
to those profits under s. 17 at the moment 
they came into existence. In this view the 
would have gone in the estate’s 
favour, as, under the Commonwealth Act, 
there would have been ‘‘an existing legal 
liability (or debt) actually existing at the 
relevant date’’, i.e., at the date of death of 
the deceased in respect of the profits of the 
companies for the broken period ending 
on that date, although the debt not 
payable until after the tax was actually 


assessed. 


jmposes 


income’’ means 


year 


decision 


Was 


As pointed out by Mr. Scambler, if the 
Bank had liquidated at the date of balance 


sheet, i.e., at 30th June, 1947, there would 
be no legal liability for United Kingdom 
tax in respect of the Bank’s profits of year 
ended 30 June, 1947. The legal liability 
for the fiscal year 1947/48 is based on the 
“‘statutory profits’’ of that year, such 
statutory profits being ‘‘computed’’ or 
‘‘reckoned’’ on the profits of year ended 
30th June, 1946, not 1947. The position 
isequite different in respect of Australian 
tax which will be levied and paid upon the 
Bank’s taxable income of year of income 
ended 30th June, 1947, for the Common- 
wealth fiscal year ended 30th June, 1948. 
For this reason, the Bank has properly 
grouped the provision for Australian tax 
amongst ‘‘Current Liabilities. and Pro- 
visions.’ 

It should be observed that each Com- 
monwealth Rating Act guards against a 
vacuum. For example, if circumstances 
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had warranted the issue on Ist July, 1948, 
of a special assessment under s. 168 on 
the taxable. income of a company derived 
during year of income ended j0th June, 
1948, the Commissioner was authorized by 
s. 7 (2) of Act No. 12 of 1947 to make the 
assessment. calculated with reference to the 
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rates of tax contained in that Act. He was 
not required to wait until commencement 
of Act No. 45 of 1948. 

In the case of an individual, the year of 
income coincides with the year of tax (ex- 
cept in the case of a substituted accounting 
period). It is beyond doubt that liability 
to Commonwealth income tax attaches to 
such income at the moment it is derived 


AUSTRALIAN RED CROSS 


The Australian Red Cross Society has asked us to draw attention to the 


constant need for funds to earry on its work. 


Red Cross is the only international 


humanitarian organization whose duties continue in times of peace as in times of 


war. 
function to perform. 


throughout Australia and cares for their dependants. 


Its work during war is well known, but in peacetime it has also an important 
It serves many thousand sick ex-servicemen in hospitals 


It helps, both morally and 


financially, those who were discharged from the services as medically unfit. Its 


Blood Transfusion Service makes blood or serum available gat all times and in all 
places as required, while it each day administers insulin injections in the homes of 
sufferers from diabetes, thus freeing hospital beds of these cases. Last year its expen- 
diture greatly exceeded its income. Its services are vital and indispensable and 
worthy of the support of the accountancy profession. 
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MR. ANTHONY EDEN 


Last year I spent a very pleasant holi- 
day at the Drove Hotel, Singleton, 
Sussex. The Drove is one of the best 
private hotels in England, a converted 
mansion set in delightful surroundings, 
and, above all, housing a competent cook. 
If you look at your atlas you will find 
Singleton lying less than ten miles due 
north of the Cathedral City of Chichester. 
It was near to this ancient village—you 
will find it in Domesday Book as Silling- 
ton—that General Eisenhower moved his 
headquarters just before D Day. For a 
time its lanes were thronged by as many 
admirals and generals as its hedges are 
replete with berries. These pleasant mem- 
ories are evoked by the recent visit to 
Australia of Mr. Anthony Eden, whose 


home lies between Singleton and Chiches- 
ter. I saw him only once, when we both 
took a late morning train from Chichester 
to London. He looked rather tired and 
grey and not very happy. We each had 
the luxury of a separate compartment. 
At Victoria Station he humped his own 
bluey and got into the taxi queue behind 
70 or 80 others. Where in the world but 
England would such a thing happen? We 
treat our statesmen better. Shuffling be- 
hind him in the queue I contrasted its 
misery with a picture of the front of the 
Commonwealth Bank in Sydney or of the 
Parliament House at Canberra, where 
glistening cars stand ready to bite you as 
they wait the pleasure of our local 
lordlings. 


THE NAVVY 


A famous business partnership began 
in 1759. Its members were the Duke of 
Bridgewater, a wealthy coal-owner, and a 
half-illiterate genius, James Brindley. 
This partnership started the famous 
movement that in the next fifty years 
netted England with canals. The first job 
was to construct a canal between his 
Grace’s colliery at Worsley and Man- 
chester. A few years afterwards Brind- 
ley, again supported by the Duke, carried 
through the engineereing triumph of the 
Manchester-Liverpool Canal. From then 


on there came into existence a great 
mobile army of unskilled labour engaged 
in gangs that moved from job to job, first . 
in digging canals and making roads, fol- 
lowed in the next generation in con- 
structing embankments and excavating 
tunnels for railways. This great army of 
canal excavators became known as the 
“inland navigators” which, in turn, was 
soon shortened to “navvy.” As Trevelyan, 
in his English Social History, describes 
them, they were the nomads of the new 
world and their muscular strength laid its 
foundations. 


MEAT AND POTATO MAKES HASH 


We begin with the Concord —A finite 
verb must be in the same number and 
person as its subject. Thus, we must not 
say to the Duchess of Dillwater, ‘‘The dog 
with his footman have just come in.’’ This 
Sentence confuses ‘‘with’’ with ‘‘and.’’ 
The singular dog is the subject; the foot- 
man doesn’t count under feudal conditions. 


As a general rule, two or more singular 
subjects joined by ‘‘and’’ require a verb 
in the plural. ‘‘The dog and the footman 
have come in.’’ This sentence is almost 
democratic. To this rule there are a few 
exceptions : 

(a) When we say, ‘‘Bread and milk are 

good for children,’’ we mean ‘‘bread 
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is good’’ and ‘‘milk is good.’’ 
When, however, we say ‘‘Bread and 
milk is good for children,’’ we pre- 
tend to mean that a hateful com- 
bination of these two substances is 
good for them. What we really 
mean is that ‘‘bread ‘and milk’’ is 
easier to prepare than porridge. 
Again, if we say ‘‘meat and potato 
makes hash,’’ we do not mean that 
meat makes hash and potato makes 

hash; we mean that the union of 
the two ingredients makes that 
filthy compound known as ‘‘board- 
er’s horror.’’ The distinction may 
be more subtle. When we say 
‘‘Frankie and Johnny makes whoo- 
pee,’? we mean that a combination 
of these two spells trouble. When, 
however, we say ‘‘Frankie and 
Johnny make whoopee,’’ we mean 
that these two people are making a 
nuisance of themselves to those who 
are not. Also, as opposed to the 
notion in the other sentence, they 
may make whoopee independently 
of each other. Or can they? 
The singular verb must be used if 
two nouns joined by ‘‘and’’ are re- 
garded as denoting a single object 
or notion. ‘‘Slow and steady wins 
the race.’’ ‘‘Inebe und Gute macht 
die Erde zum Himmel.’’ (‘‘Love 
and goodness turns earth into 
heaven.’’) 
Again, the verb is singular if the 
two nouns are qualified by a dis- 
tributive adjective. ‘‘Every self- 
respecting boy and girl refuses to 
to eat hash.’’ 

The Concord says that a finite verb must 
not only be in the same number as its 
subject. It must also be in the same per- 
son. What, then, is to be done when there 
are two or more subjects which are not of 
the same person? There seems to be no 
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difficulty where the subjects are joined by 
‘fand.’’ ‘‘John and I are characters in a 
Who Dunnit.’’ The author leads the reader 
to assume that ‘‘either John or I am 
guilty.”’ In fact, half-way through the 
detective says, ‘‘Either you or John has 
dunnit.’’ Two-thirds of the way through 
he persists, ‘‘ Either John or you have dun- 
nit.’’ But at the end the detective has to 
admit that ‘‘neither John nor you were 
guilty.’’ He would still have been correct 
if he had said, ‘‘ Neither you nor John was 
guilty.’ These examples show that the rule 
is that when two subjects, not of the same 
person, are joined by ‘‘or’’ or ‘‘nor’’ the 
verb agrees in person with the subject 
nearest to it. Or is it ‘‘nearer’’? 


Then there are those petty nuisances— 
the collective noun and the noun of multi- 
tude. A collective noun denotes one indi- 
vidual whole. Hence the verb following 
must be singular. ‘‘The board consists of 
five persons.’’ The noun of multitude de 
notes the individuals of the group, and the 
verb is plural, though the noun is singular. 
‘The board, with one exception, are in 
their dotage.’’ Here we think and cause 
our hearer to think of the individual diree- 
tors that compose the board. As Livy says, 
“Omnis multitudo abeunt.’’ ‘All the 
crowd depart.’’ 


In A. P. Herbert’s What a Word, at 
pp. 118-119, there appears a letter from a 
Foreign Office official who states that when 
he went to the F.O. it was drummed into 
him that ‘‘His Majesty’s Government”’ 
was plural and that the government of 
every other country was singular! 


In all this balderdash I have tried to 
show that in some instances you may have 
two subjects with a singular verb and in 
others you may have a singular subject with 
a plural verb. But all I have succeeded in 
demonstrating is that there ain’t no good 
in grammar books and that words, like eels, 
are singular fishes. 


YOU CAN’T GIVE A TAX-GATHERER 
AWAY WITH YESTERDAY’S 
NEWSPAPER 


“Tory,” “Whig,” “Pension,” “Oats,” “Bx. 


James Boswell in his life of Dr. John- 
son refers to the Doctor’s introduction 
into his Dictionary (published 1755) of 
“his own opinion and even prejudices” in 
attempting to define words such as 


cise” and a few more. Boswell admits 
that they cannot be “fully defended, and 
must be placed to the account of capri- 
cious and humorous indulgence.” 
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Whilst the Doctor was having his bit 
of fun at the expense of the Scots in his 
definition of “Oats,” he was, I believe, in 
deadly earnest when he defined “Excise” 
as “A hateful tax levied upon commodi- 
ties, and adjudged not by the common 
judges of property, but wretches hired by 
those to whom excise is paid.” One of his 
supporting quotations is from Marvel, 
“Excise, with hundred rows of teeth, the 
shark exceeds, and on all trades like Cas- 
sawar she feeds.” 


Boswell reports that this definition of 
excise made the then Commissioners of 
Excise very nervous. Even the most 
good-natured of them would be inclined 
to take umbrage at being called a hired 
wretch. The Commissioners consulted 
Mr. Murray, then Attorney-General, to 
know whether redress could be legally 
obtained from Johnson. Boswell tried to 
get a copy of the Attorney-General’s 


opinion, “but the mysterious ‘secreey’ of 
office it seems would not permit it.” How- 
ever, Boswell says he was informed “by 
very good authority” that the import of 


the Attorney-General’s opinion was “that 
the passage might be considered as ac- 
tionable; but that it would be more pru- 
dent for the board not to prosecute.” 
Anyhow, Dr. Johnson stuck to his guns. 
As Boswell say, “Johnson never made the 
smallest alteration in this passage.” I 
have audited this claim with my copy of 
the Dictionary, which is the Sixth Edition 
published 30 years later in 1785, and it is 
exactly the same as that quoted above. 


; 


Johnson defines “tax” in the primary 
sense as “an impost, a tribute imposed; 
an excise; a tollage.” His initial support- 
ing authority is Dryden —“‘He,’ says 
Horace, ‘being the son of a tax-gatherer 
or collector, smells everywhere of the 
meanness of his birth.’ ” 

I have often wondered why Dr. John- 
son felt this faint prejudice against tax- 
gatherers. Did he merely echo the gen- 
eral sentiment or had he some particular 
grievance? I have discussed the problem 
with the lady in charge of the house in 
Gough Square, Fleet Street, the first of 
the Doctor’s London homes concerning 
which much is known; the only known 
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Johnson residence still extant, and the 
building which is now preserved as a 
monument to one of the greatest English- 
men of all time. She was strongly of the 
opinion that the definition was the reflec- 
tion of a family vendetta. 

It is common ground that Mick John- 
son, Sam’s father, combined the business 
of a booksetter with that of a manufac- 
turer of parchment. The lady told me 
that. Mick was nearly ruined by an un- 
expected levy of excise duty on a quan- 
tity of parchment held by him, and that 
Sam grew up in an atmosphere where 
the very name of excise made the family 
nervous. 

However this may be, history to the 
present day gives a plethora of instances 
where writers have come down heavily 
against the tax-gatherer. “Plethora” is, I 
believe, the right word to describe this 
state of mind. Literally it means a mor- 
bid condition marked by excess of red 
corpuscles in the blood, or, figuratively, 
an unhealthy repletion. One would have 
thought that in an enlightened age the 
prejudice against the tax-gatherer would 
have disappeared. To-day it is more mal- 
ignant than ever. Very recently I 
discussed the problem with a friend of 
mine who is renowned for his charity, his 
good nature and his sense of rectitude. 
My friend summed up his attitude in 
these words: “If I had my way I wouldn’t 
give the a sixpence.” Thinking 
this to be too nervous an attitude and 
hoping for some support in my view from 
my dear wife, I recounted my friend’s 
sentiment to her. To my surprise she 
agreed with it in principle. She thought 
sixpence was sixpence and was far too 
much to give to any tax-gatherer. Sup- 
port for this view was derived by her 
from something she referred to as a “pro- 
visional assessment,” which was based on 
a windfall income, and which the authori- 
ties had refused to reduce. I don’t under- 
stand these things. The cardinal principle 
of democracy is that the voice of the 
people shall prevail, but I still maintain 
that forty thousand Frenchmen can be 
wrong, and that it is possible for a tax- 
gatherer to wash away the smell of “the 
meanness of his birth.” 
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THE CHILTERN HUNDREDS 


In days of old some knights were bold 
enough to become members of the House 
of Commons. Membership had few of the 
attractions it possesses to-day. No pay, 
no pensions, no publicity. The road to 
London was unsafe and uncertain and 
there was no gold passes. If and when a 
member got there his main job was to 
decide how much he and his friends 
should be taxed. In these unfavourable 
circumstances, it was difficult to persuade 
the knights of the shires to consent to 
serve as Members. It was hard to catch 
the bird; it was harder still to hold him. 
Thus, it became necessary to pass a law 
forbidding members to resign. Although 
a member of the House of Commons is 
not allowed to resign his seat, he is not 
disqualified by not attending regularly. 
He may not attend at all, but he remains 
a member until the next General Elec- 
tion occurs. His constituency cannot get 
rid of him; Parliament itself cannot un- 
seat him. He can only escape from office 
by death, or by becoming a bankrupt, or 
a felon (misdemeanours don’t count) or 
by being certified a lunatic (this bar does 
not apply to the House of Lords), or by 
becoming a peer, or accepting an office of 
profit under the Crown. 

If a member accepts an office of profit 
under the Crown, he must vacate his seat. 
If he wishes to retain his membership, he 
must re-submit himself for election. The 
electors can then decide whether they 
still want him as their member. This pro- 
vision was made so as to prevent the 
Crown from bribing members by giving 
them fat jobs in return for their support. 

The English are past masters at getting 
round difficulties. Avoidance of the law, 
as distinct from evasion, has always been 
a high art. Any difficulty arising from 


the law forbidding members to resign is 

overcome in a simple way. The Speaker 
of the House of Commons has in his pos- 
session the gift of two offices which, 
although they carry no salary, are tech- 
nically “offices of profit under the 
Crown.” These are the Stewardship of the 
Chiltern Hundreds and of the Manor of 
Northstead. Any member, therefore, who 
wishes to retire except in disgrace, is 
solemnly appointed by the Speaker as the 
Steward of the Chiltern Hundreds or the 
Manor of Northstead. As Masterman 
puts it in How England is Governed: 
‘‘By accepting such office he vacates his 
seat; he does not stand for re-election; 


he immediately resigns his stewardship; 


and every one is happy in so pleasant an 
evasion (sic: avoidance) of an archaic 
law.”’ 

My purpose in writing this article 
(which I hope will be copied by English 
newspapers at appropriate rates) is to 
draw attention to the fact that this bene- 
ficient loophole appears to be unknown to 
some of the rising generation of English ~ 
politicians. In fact, the very name ‘‘Chil- 
tern Hundreds’’ has recently given rise to 
a grave misunderstanding. A Mr. E. Rue- 
ter, a junior member of the British Gov- 
ernment, has been, admittedly, slightly 
indiscreet. He announced at the public 
inquiry into his activites that he did not 
intend to resume office. However, the 
Cabinet was not satisfied, and suggested to 
Mr. Ructer that he should apply for the 
Stewardship of the Chiltern Hundreds. 
Mr. Ruecter replied that if they made it 
thousands he would consider the offer. 

(P.S.—Since writing the above note, the 
position has been tactfully explained to 
Mr. Ructer: he has accepted the offer of 
the Stewardship and all is now well.) 
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